





> a 


Iatlo)ire 
tilities 


Volume LI No. 9 ay J April 23, 1953 


OUTLOOK FOR HYDRO REDEVELOPMENT 
AT NIAGARA 
By The Honorable William E. Miller 
United States Representative 


« » 
Are Fictions of Law and Accounting Confiscatory? 
By William M. Wherry 


« » 


Dreams the Taxpayer Didn't Have to Pay for 
Part Il. 


By J. Louis Donnelly 


< » 


Barcelona—A Spanish Lesson for Investors 
By Herbert Bratter 





Guardians |} 


SPRAGUE 


CAST IRON AND ALUMINUM C; 


GAS METERS 
and 


REGULATORS 


For high, medium and low pre; 
sures in manufactured, natur: 
and liquefied petroleum gase: 
a 

Gas Measurement Engineers have 
been acquainted with the accuracy, 
unequalled service and low maintenance cost of Sprague Meters and 
Regulators for over fifty years. For simplicity of design, rugged con- 
struction and quality of materials, Sprague products are unrivaled in 
their field. 


Modern methods demand that devices of this nature must be inter- 
changeable to keep maintenance costs low. 


The foresight of Sprague Engineers in the 

past, today makes the oldest Sprague 
ttl 
— 


SPRAGUE NO. 1A METER 


models as efficient as the newest. 
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The services of the Sprague Engineering 
Staff are at your disposal. Data and prob- 
lems of gas measurement and control will 
be gladly furnished. Write for a complete 
set of cotalogs. SPRAGUE 1500 REGULATOR 


THE SPRAGUE METER COMPANY 
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timinatory administration of laws; 
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tuation of the free enterprise sys- 
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14 YEARS 


of operating experience with STEAM 
OVER 


An important element in succe: 
high-pressure operation is the 8 


highly efficient device is a 
the manner in which B& W's prog 
sive research pushes the science 
steam generation to ever hig 
levels of economy. 


For those seeking the high steam- — efficiencies obtainable 
with steam pressures over 2000 psi, B&W offers unparalleled 
design and operating experience . . . drawing upon a back- 
ground extending over the last 14 years with units to serve 
over 10,000,000 kilowatts of generating capacity. 

The outstanding performance records of the 14 B&W in- 
stallations already operating in this range have given strong 
impetus to the present trend toward use of pressures over 
2000 psi . . . have resulted in orders for more than 60 addi- 
tional B&W units with design pressures up to 2700 psi. 

B&W’s many years of experience in designing and building 
boilers for economical, high-pressure steam generation, as 
exemplified in the list on the opposite page, are at your service. 
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B&W BOILERS WITH DESIGN PRESSURES 
OVER 2000 PSI 


Boiler Design 
Owner Pressure 


Diamond Alkali Co. .... nists Sb siahaiedleds doe diese ei ieia latest iia ere 2200 
ION, o's. 06.65 cnduernunsucinsewaaess tee cacibeniouweuen 2650 
Appalachian Electric Power Co. ............... , er ce 
Indiana & Michigan Electric Co. ................20..04. . 2300 
The Ohio Power Co. ; 2300 
Commanntetts Bileaw Go... . 2. ccvccscccsecscccesess See 
Indiana & Michigan Electric Co. . Ra Se ane Pee ee re 2300 
Appalachian Electric Power Co. ... Reece ee ee ee ee meee consid. Se 
Commonwealth Edison Co. . ; - . 2125 
The Ohio Power Co. Lae ek Weduma mera eas ; ne oe ska 2300 
Public Service Co. of No. Illinois. igs ashe ache eae nueaen eke aa ‘ 2050 
Indiana & Michigan Electric Co. ........ ‘aie ; 2300 
Consolidated Edison Co. of N. Y. ..................4.. aw 2050 
Philadelphia Electric Co. ...... Keweania 2075 
Consolidated Edison Co. of N. Y. ............. gee ‘ 2050 
Pennsylvania Electric Co. wasnt eenae . 2080 
EL. 659 50 aelaieni'ssad GNSS ea KeRReaKe bs . 2075 
I, 6st ne eeiacntsnstesierebevsnbuews ; 2050 
Appalachian Electric Power Co. ... . ; we , : 2400 
Commonwealth Edison Co. a See rR Be ner ; 2125 
Tennessee Valley Authority ........ ian 2050 
Commonwealth Edison Co. ...... suieasekseahetars ; 2125 
Detroit Edison Co. ........ soni ouster Meenas kiosk aloo ; , . 2050 
Jersey Central Power & Light < Co. . ceca ; , 2225 
Georgia Power Co. picasa heck eUs ere Neb ieee wee - .. 2100 
Southern California Edison Co. dindivewaekesewiadpeeneaks ; or 2050 
Narragansett Electric Lighting Co. . : vuil ‘ 2350 
Public Service Co. of No. Illinois ........................ yaaad . 2125 
Tennessee Valley Authority . itpenueneas AAR : a ; 2050 
NI SU ideo ccs co ocnlmnaleeonians we ait “ 2300 
Pacific Gas & Electric KkeROAN REN AKKgR RO Ree eaaEoe wa wane is 2050 
I MN icin kc ctnkue askew asasadesegususersaeeen eee 2700 
Indiana & Michigan Electric Co. OT OE re eR re a 
Tennessee Valley Authority . pies RiGhelcoseeeamnannase cea kon .. 2050 
oo ans co east cae da aednunaied Wa emesen teak aeedloneue 2050 
Tennessee Valley Authority . [oheakaGelaised been emeneess Si 2050 
RAVE ee a Te <r: 
The Ohio Power Co. aes 2400 
Ohio Edison Co. ' ph onhinad aioe hthinesoussesens ae 
Conseltdeend Gas Mtreute Licks & Power Go. . ET ECLA TTT e STEN eT 
ee cc ireneiicses se krunrnusteerenesweeen 


TOTAL GENERATING CAPACITY SERVED: OVER 10,000,000 KILOWATTS 


 FABCOCK By 
& = WMCOX 
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in the United States still remains 
undeveloped from the standpoint of hy- 
droelectric potential. Paradoxically, this 
is one of the rivers which received the 
earliest attention of engineers and elec- 
tric industry experts and is one of the 
rivers which seemed almost designed by 
Providence for such useful exploitation 
in the service of mankind. The reference 
is to that paragon of scenic beauty so dear 
to the hearts of honeymooners—the 
Niagara river. 


tr of the most famous river systems 


IN few other places in the world has 
nature provided its own dam for purposes 
of hydroelectric development. Yet the 
Niagara Falls diversion and development 
so far permitted and constructed, amount 
to only a fraction of the potential. If 
harnessed, the cataracts of this system 
(on the St. Lawrence and Niagara riv- 
ers combined) would yield 8 per cent 
more power annually for United States 
consumers than the generators of the 
fabulous Grand Coulee dam on _ the 
Columbia river. A steady flow rate, a 
phenomenon for which these rivers are 
noted, makes them ideal for the purpose. 
Its practical problems of construction 
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WILLIAM E. MILLER 


have been under study since 1900. The 
real obstacles are political and economic. 


BECAUSE of proximity and because 
they are of the same drainage system, the 
Niagara project is popularly confused 
with the St. Lawrence seaway and power 
project, which has had more than its own 
share of political and economic contro- 
versy. If anything, the Niagara situation 
has been overshadowed by the perennial 
arguments and interminable disputes 
over its multipurpose cousin—the St. 
Lawrence seaway and power project. 


UT now there is hope for an end to 
political disagreements over Ni- 
agara; progress could still be delayed in- 
definitely by the very rivalry of alterna- 
tive remedies proposed. Unlike the St. 
Lawrence project, the Niagara develop- 
ment has suffered, not so much from op- 
position in toto as from these conflicting 
remedies. So far it has been a case of 
too many cooks and no soup at all. 


Over the past three years three dis- 
tinct proposals have emerged for St. 
Lawrence power development. These 
might be roughly classified as Federal, 
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What goes on at this Round Table? 


®@ They could be exchanging ideas on new 


| financing . . . discussing the cost of new 
} money . . . hearing an expert appraisal of 


long-term trends for utilities. 
Those present, in addition to the public 
utility executives, include experts from 


§ investment banking institutions, insur- 


ance companies, rating agencies—and 
from numerous other types of financial 
organizations. 

Yes, this is a typical Public Utility 


‘Round Table” at the Irving. Last year 
alone, 145 representatives from 83 utility 
companies attended these sessions. 

These “Round Tables,” now going into 
their sixth year, are one of the ways we 
seek to serve the public utility industry. 
As specialists in this field, we are con- 
stantly on the lookout for ways to be of 
practical help. If your company has an 
unusual problem, that’s the kind of chal- 
lenge we welcome. 


IRVING TRUST COMPANY 


ONE WALL STREET 


Capital Funds over $121,000,000 


Wiiuram N. Enstrom, Chairman of the Board 


NEW YORK 15, N. Y. 


Total Resources over $1,300,000,000 
Ricwuarp H. West, President 


Public Utilities Department—Tom P. WaLker, Vice President in Charge 


MEMBEB FEDERAL DEPOSIT INSUBANCE CORPOBATION 


8 PAGES WITH THE EDITORS (Continued) 


state, and privately owned utility com- 
pany development plans. With the de- 
parture of the Truman administration— 
supporting grandiose ambitions of the 
Interior Department to create a Federal 
power empire in the Northeast—the Fed- 
eral plan, which would make the Interior 
Department the constructing and power- 
marketing boss of the project, has ap- 
parently gone into eclipse. 


Tur New York state proposal would 
lean heavily on the New York State 
Power Authority, already busily engaged 
in seeking authority from the Federal 
Power Commission to develop St. Law- 
rence power. The leading article in this 
issue explores the private company pro- 
gram, although it discusses as well the 
alternative proposals. 


Tne author of this article in favor of 
development by business-managed, tax- 
paying electric utility companies is 
REPRESENTATIVE WILLIAM E, MILLER, 
Republican, of the forty-second district 
of New York, which includes parts of 
Erie county (Buffalo) and Niagara 
county. Born in Lockport, New York, 
REPRESENTATIVE MILLER graduated 
from Notre Dame University (BA, 735) 
and Albany Law School of Union Uni- 
versity (LLB, ’38). Following a brief 
general practice in Lockport, he was in- 
ducted into the Army as a Private dur- 
ing World War II and emerged as a 
First Lieutenant assigned to the Judge 
Advocate’s office. He assisted in the war 
crime trials at Nuremberg. He has since 
served as district attorney of Niagara 
county and was first elected to the 82nd 
Congress in 1950. 


* « * * 


O- of the real veterans of public util- 
ity law practice appears as the 
author of the article “Are Fictions of 
Law and Accounting Confiscatory?” 
beginning on page 539. He is WILLIAM 
M. Wuerry of the New York bar, 
whose firm Wherry, Weadock & Hunt 
is so well known in this field of 
specialized practice. The son of an Army 
General, Mr. WHERRY was educated at 
the University of Michigan (BS, ’98) 
and studied law at Cincinnati Law School 
and Columbia University. He has since 
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WILLIAM M. WHERRY 

been continuously engaged in specialized 
utility practice. His writings include the 
well-known book Public Utilities and the 
Law (1925) and many magazine articles. 
He has also lectured extensively on pub- 
lic utilities and their problems. 


. “2s 


| I ERBERT BRATTER, well-known author 
of business articles, residing in 
Washington, D. C., collected some of his 


information for this article about the 
3arcelona traction controversy firsthand. 
He included this research as part of a 
trip made last summer to Spain and 
other European countries. Mr. BRATTER 
is an old hand at world travel. He served 
as statistician for the Chinese government 
in Shanghai from 1921 to 1923, and as 
manager of the Buenos Aires branch of 
the Export Advertising Agency from 
1925 to 1927. From 1929 to 1935 he was 
chief business specialist for the United 
States Commerce and Treasury depart- 
ments, assigned to the embassy at Tokyo. 
Mr. Bratrer’s interesting analysis of 
the Barcelona Case appears in this issue 
under the title “Barcelona—A Spanish 
Lesson for Investors.” 


THE next number of this magazine 
will be out May 7th. 





OTHER REMINGTON RAND ELECTRONIC DEVELOPMEN’ 























emington Rand introduces the 
AN103 general-purpose computer systen 


ADVANCED LOGICAL AND ENGINEERING FEATURES 


{ACCOMMODATES WIDE OPTION OF 
DIRECT INPUT—OUTPUT DEVICES 


Punched-card equipment 
Communications circuits 
Punched-paper and magnetic tapes 
Process-actuating mechanisms 
High-speed printers 

Graphic visual displays 


High-speed computatio: 


LEXIBLE DATA REPRESENTATION 
Alphabetic and numeric data in any code AUTOMATIC DATA REDUCTION 


NHERENT HIGH SPEED AND LARGE CAPACITY 


Y 
Coordinated electrostatic and magnetic drum storage } ree. f Y 
Magnetic tape storage ea / 
( 


FFICIENT, VERSATILE PROGRAMMING 


Powerful instruction repertoire 
Flexible two-address logic 


NEXCELLED RELIABILITY AIR TRAFFIC GUIDANCE & CONTROL 


Components of service-proved design 
Preventive diagnostic features 
Integral air conditioning 


OW DATA-PROCESSING COST 
For complete information about the application of the 


ERA 1103 to your problems, write on your business 
letterhead to Room 1871, 315 Fourth Ave., New York 10. 





Coming IN THE NEXT ISSUE 


INTEGRATION OF COMBINED UTILITY OPERATIONS 

Considering how many important cities are served with both gas and elec- 
tricity by the same utility company, the problems peculiar to combination 
utility operations have received comparatively little attention. Such cities 
include, among others: Baltimore, Binghamton, Cincinnati, Davenport, 
Evansville, Louisville, New Orleans, New York, Newark, Oklahoma City, 
Rochester, San Diego, San Francisco, Shreveport, Tucson, and Wichita. 
Here is an article devoted to the regulatory phase of combined utility 
operations and deals with the largest combination utility (as well as the 
largest metropolitan utility operation in the world), Consolidated Edison 
Company of New York. G. R. Hadden tells how this giant system manages 
to keep gas, electric, and steam functions separated for purposes of the 
record, without sacrificing certain economies and efficiency peculiar to an 
integrated combined utility. 


WHAT THE INVESTOR LOOKS FOR IN UTILITY SECURITIES 
This article does not attempt to give advice directly to those who would 
invest in the utility industry. Instead, it seeks to suggest to utility financial 
people what would or should make such securities attractive to the investing 
public. This is quite important, at this time when so many utility organiza- 
tions need an increasing amount of financing to take care of necessary plant 
expansion. Clyde Olin Fisher, economics professor of Wesleyan University, 
Middletown, Connecticut, has some thought-provoking slants on what kind 
of a package the utility investor is looking for, these days, for his money. 


PROBLEMS OF TRANSIT FINANCE 
Here is a succinct and readable explanation of the economic predicament 
of most transit utilities. The public, apparently, does not realize all the free 
service supplied to other users of public streets and the use of such streets 
by delivery trucks without the burdens imposed on transit companies. 
Whether transit fares have already reached the limit and whether the auto- 
mobile is a practical substitute may be debatable. But Charles Alan 
Wright, assistant professor, University of Minnesota Law School, makes 
us think about the need of a definite regulatory policy on transit's future. 


WHAT ARE NATURAL RESOURCES? 
Very often it takes the lighter touch of satire to make sufficiently evident 
the full impact of a wrong idea. Until the Eisenhower administration took 
office, the Federal government, particularly the Interior Department, 
seemed to look on natural resources as an exclusive preserve for govern- 
ment development and considerable business activity. But the definition 
of a natural resource can be extended almost to ludicrous limits. Ships 
at sea, lumber companies, farmers, aviators, and so on, all utilize some 
form or another of natural resource. George W. Keith, free-lance writer 
of Cincinnati, has undertaken to follow this tenuous concept to extreme 
conclusions. 
* 


A | $O cc Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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Identical value at half the cost! 





: isn’t often that you can get an identical 
value at half the cost. 


But here is such an instance: 


When a bill analysis is made in your offices, 
it’s really a big project that may take weeks 
and weeks to complete. You may have to 
acquire and train a special clerical force. The 
overhead costs, too, are correspondingly big. 


On the other hand, your costs drop to about 
half when you turn over the task to us and 
the work is done on high-speed Bill Frequency 
| Analyzer machines which are designed espe- 
cially for the purpose. 


Your bill analysis can be turned out much 
faster than you may think. Send for the in- 
teresting, helpful booklet which tells more 


about this efficient method of compiling bill 
analyses. 


P.S. If you use punched cards for billing, we are 
also equipped to make your analyses from them. 


Saves 50% in time and money! 





This Bill Frequency Analyzer—developed especially for 
utility usage data—automatically classifies and adds in 
300 registers—in one step. 


Recording and Statistical Corporation 
100 Sixth Avenue, New York 13, N. Y. 
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“There never was in the world two opinions alike.” 


Pau, W. SHAFER 
S. Representative from 
Michigan. 


Jesse P. Wotcort 
S. Representative from 
Michigan. 


RAyMonD R. Paty 
Director, Tennessee Valley 
Authority. 


CHARLES SAWYER 


Former Secretary of Commerce. 


CLARENCE MANION 
Dean emeritus, Notre Dame 
Law School. 


EpItorIAL STATEMENT 
Oskaloosa (Iowa) Herald. 


Crawrorp H. GREENEWALT 
President, E. I. du Pont 


de Nemours & Company. 


Mary G. RoesB_inc 
President and chairman, 
Trenton Trust Company. 
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“We need fewer bureaucrats and more parking places.” 


* 


“The government is not going to be in competition with 
business, industry, or agriculture.” 


> 


“We should not be complacent, even though we have 
folks, resources, and a way of life that attracts industry.” 


e 


“Some people are so engrossed with trying to save the 
rest of the free world that they take only a casual look 
at the problems here at home.” 


* 


“To save America we must do more than build military 
resistance against despotism in Moscow; we must be 
even more vigilant to prevent the establishment of despot- 
ism in Washington.” 


“No one knows better than retailers the bitter conse- 
quences of wasteful government measured in terms of 
inflation and depreciated money. They must explain it 
to consumers across every store counter in the nation, 
because ‘cheap’ money means ‘high prices.’ ” 


“A hundred years ago the relationships between human 
incentive and human accomplishment were obvious. To- 
day the chain has many links, and their connection is 
sometimes obscure. Nevertheless, the same causes still 
produce the same effects no matter how complex the in- 
tervening steps may become.” 


* 


“Real, sound, and workable government starts at home. 
The tendency of states to constantly look toward the Fed- 
eral government for all kinds of aid—and in countless 
instances demand it—has done something to those states. 
It has weakened the once strong roots of state govern- 
ment; made them dependents and retarded their initia- 
tive.” 


12 
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“LT can vouch for Dodge 


stamina and maneuverabi lity” 


. says John J. Doyle, Street Commissioner, Scarsdale, N. Y. 


Why new Dodge “Job-Rated” Trucks 
are ideal for public utilities 


Seven big, high-compression 
engines . . . from 100 h.p. to 
171 h.p. . . . three of them all- 
new, assure power aplenty for 
your job! New no-shift Truck- 
o-matic transmission with g¥rol 
Fluid Drive actually does your 
gearshifting for you . . . saves 
extra energy for the work at 
hand! Available on all 14- and 
34-ton models. More than fifty 
new features to help speed up 
trips and lower your costs. Get 
more truck for your money ... 
see your friendly Dodge dealer 
for all the facts! 


“Public utility trucks must be ready to go, 
night and day, on any kind of routine job 
or emergency. For routine work, we de- 
mand continuously high performance and 
economy . . . while for emergency calls, 
the watchword for our utility trucks is 
complete dependability, under all condi- 
tions. We find that Dodge ‘Job-Rated’ 
trucks answer our requirements to perfec- 
tion!” 


Jop-Rabd' TRUCKS 
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REMARKABLE REMARKS—( Continued) 


Mitspurn Petty 
Hf'riting in The Oil Daily. 


EpitortaL STATEMENT 


Cleveland Plain Dealer. 


Frep G. SINGER 
Development department, E. 1 


du Pont de Nemours & Company. 


SINCLAIR WEEKS 
Secretary of Commerce. 


Excerpt from the Cleveland 


Trust Company Business Bulletin. 


Douctas MAcARTHUR 
Chairman of the board, 
Remington Rand, Inc 


APR. 23, 1953 


“The idea of locking up Naval oil reserves for use in 
an emergency—and then not using them even when the 
emergency arrives—may be on the way out.” 


. 


“The government should not place the railroads at a 
competitive disadvantage by maintaining over them a 
more cumbersome, more inflexible form of regulation 
than applies to the competing forms of transportation. 
... Congress has an enormous task to perform—the task 
of formulating an equitable up-to-date government trans- 
portation policy.” 


* 


“There is no such thing as a group known as ‘the con- 
sumers,’ separate from and the target of other classes of 


people. Every individual is born a consumer and remains 


so until his death. Where we start to become different 
from one another, from an economic point of view, is in 
the various means each one of us finds to earn the medium 
of exchange which makes it possible for him to continue 
as a consumer.” 


> 


“The November election gave a clear mandate to slam 
on the brakes and move forward in a different direction. 
The Eisenhower administration will not duck the re- 
sponsibility of carrying out this mandate. Shrill cries will 
be heard as the axe is swung on deadwood and poison 
oak. Some functions will be canceled. Some folk will 
feel hurt. But millions of taxpayers already are hurt by 
the rising cost of government.” 


* 


“Tf an individual keeps his expenses below his income, 
the margin is called ‘saving’ and he is praised for being 
thrifty and a worthy citizen. If a corporation does the 
same thing, the margin is called ‘profit’ and that becomes 
a term of suspicion in the minds of many persons. It is 
a strange twist of logic to bestow praise in the first case 
and criticism in the second. Surely corporations, like 
individuals, cannot expect to remain solvent, if they con- 
sistently fail to match outgo with income.” 


* 


“Today we stand on the threshold of a new life. What 
vast panoramas will open before us none can say. They 
are there, just beyond the horizon, just over there, and 
they are of a magnificence and a diversity far beyond the 
comprehension of anyone . . . today. Our progress up 
to now has been in direct ratio to the degree of human 
freedom afforded us. Our rate of progress in the future 
will be determined in identical fashion. With freedom as- 
sured, there can be no limit to the progress we can make. 
The new world that lies before us has no boundaries. It 
has no lost horizons. Its limits are as broad as the spirit 
and the imagination of man.” 





April 23, 1953 Public Utilities Fortnightly 


LEFFEL Hydraulic Turbines 


EFFICIENT * DEPENDABLE «+ SINCE 1862 


A view of the dam and powernouse. 


The illustrations on this page show another instance where 
a Leffel turbine was specified for the expansion of existing 
hydraulic power facilities. For this installation a Leffel 
vertical propeller-type hydraulic turbine was used. Maximum 
rating 11,500 HP, under 67 ft. net head, speed 180 RPM. 
lowering the runner, shaft and coverplate 

into position. From initial design through final assembly a Leffel turbine 
receives the best in skill and attention. No effort is spared 
during production to provide the materials and workman- 

ship necessary for long, trouble-free service. 
Why not contact us today about engineering your turbine 
installation or rehabilitation? Our 91 years of hydraulic 

Power experience are at your service. 


The assembled turbine in the Leffel plant. Cast steel propelier-type runner, shown on the boring mill. 


THE JAMES LEFFEL & CO. 


DEPARTMENT P @¢ SPRINGFIELD, OHIO, U.S.A. 





MORE EFFICIENT HYDRAULIC POWER FOR 391 YEARS 
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Equipped with three 
Allis-Chalmers 16,667. 
kva, 6900-volt, 400. 
rpm, suspended-type 
synchronous genera- 
tors installed in 1949, 
The California Oregon 
Power Company’s 
Toketee Falls station 
-acts as the supervisory 
plant for remote con- 
trol of several isolated, 
single-unit stations, 
For information 
about Allis-Chalmers 
hydraulic turbine driv- 
en generators, write 
for Bulletin 05B7549. 


mee mene iin Sle 


Equipment for Power: Water Conditioning equipment, chemi- 
. Steam and Hydraulic Turbines. . 
... Steam Jet Air Ejectors .. 
Transformers . . . Circuit Break- 


cals and service. . 


Plant Pumps and Motors .. . 


ALLIS- 


. . . Switchboards and Control . . . Switchgear . . 
. . Utilization equipment. 








Weaklings! 


Limited Accessibility of The California 
Oregon Power Company’s Toketee 
Falls Hydro Station Puts Premium 

on Generator Dependability 


AT BEST, there’s no streamlined, sea-level 
route to the Toketee Falls Power Plant on 
the Umpqua River. That’s apparent from the 
view at the left. And a man-sized layer of 
snow is normal there for the winter months. 
Obviously the station’s three 16,667-kva gen- 
erators had to be built with self-sufficiency 
to match this rugged country. 

This assured dependability is the result of 
Allis-Chalmers half century of experience 
building hydraulic generators. 

It is also the result of continuous engineer- 
ing progress. For example, A-C has pioneered 
development of combined motor-generator 
and pump-turbine units for storage plant op- 
eration. One such unit now under construc- 
tion will have a motor-generator rated 102,000 
hp, making it the largest motor in the world. 

Further assurance that each generator is 
built to give the most economical and satis- 
factory performance for the given installation 
stems from A-C’s engineering background as 
the only builder of both generators and all 
types of hydraulic turbines. 

When you need power production or dis- 
tribution equipment, you gain by calling 
your A-C representative early in the planning 
Stages. Allis-Chalmers, Milwaukee 1, Wis. 


A-3993 








Public Utilities Fortnightly April 23, 1953 





An ° 
ay > = = 
ee eee , ere 


~~: Se ae 


<< oe rh aaa 
se Se Sar a a aS Su + 


FACILITIES FOR THE SMALLEST OR THE LARGES! 


The 225-acre Newport News plant includes plate steel and machine shops 
equipped with a complete variety of tools to fabricate items of water power equip- 
ment of any size. Contracts received by Newport News for hydraulic turbines with 
an aggregate rated output in excess of 8,000,000 horsepower have included units as 
high as 165,000 horsepower and as low as 500 horsepower. 


Supplementing the extensive facilities are the equally important experienced 
and skilled personnel at Newport News to design and build such equipment. 


Your inquiries for hydraulic turbines of any size will receive prompt attention. 


Write for illustrated booklet on water power equipment. 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK CoO. 
NEWPORT NEWS, VIRGINIA 
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Electromagnetic model and the man who developed it, 
P. A. Abetti, are shown in front of full size 33,333-kva 
transformer. Model is only 1/6 the size and 1/216 the 
weight, but reproduces almost identical transient responses 


; 
; 
~ 


j « 


ajor G-E development promises new high 


in reliability of power transformers 


Electromagnetic models predict transient voltages in power 
transformers .. . before they are built. 


improvement of present designs and for devel- 
opment of new winding structures leading to 
reduced size and weight, increased reliability. 


With the electromagnetic model, General Elec- 
tric engineers can accurately determine tran- 
sient voltage magnitudes and wave shapes at 
any points in a transformer winding and for all 
types of impulse waves. 


Accurate knowledge of these voltages—in the 
design stage—is a vital factor in determining 
the most effective use of transformer insulation. 
Electromagnetic models are also being used for 


A new tool has been created for accelerating 
transformer progress. Its successful application 
is already being reflected in improved G-E 
power transformers. For more information, 
write to Section 421-2E, General Electric Co., 
Schenectady 5, New York. 


GENERAL @@ ELECTRIC 
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When you shop in this 
showcase of talent... 


... you can “shop” under one roof for all 
the specialized help you need without add- 
ing permanently to your payroll. EBASCO 
engineers, constructors and business con- 
sultants can help you solve your business 
problems efficiently and economically. 


Over the past half century, EBASCO spe- 
cialists have accumulated world-wide 
experience that will prove immediately 
effective when applied to your own prob- 
lems. Here are a few industries that have 
“shopped” for help at EBASCO: Pulp 
and Paper; Chemical; Food Processing; 
Glass; Manufacturing; Rubber and Tex- 


Pl Mie 





tile; Electric & Gas Utilities. For these 
and many other industries EBASCO has 
designed and built new plants and ex- 
ecuted expansion plans, helped develop 
industrial relations programs, financing 
plans, and sales and public relations pro- 
cedures. 


EBASCO is organized to do part or all of 
a job for either large companies or small. 
To see exactly how EBASCO can serve 
you best, write for your copy of “The 
Inside Story of Outside Help”’. Write to: 


Ebasco Services Incorporated, Dept.W., _ 


Two Rector Street, New York 6, N. Y. 


EBASCO SERVICES 


%, INCORPORATED New York - Chicago - Washington, D.C. 
of EBAScoe * Appraisal - «oats Business Studies - Consulting Engineering - Design & Construction - Financtal 
+ Inspection & Expediting - insurance & Pensions - Office Modernization 


“tuna, wa 


rateng «8 ayy ity Research - Sales & Marketing - Systems & Methods - Taxes - Traffic 











This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





53 MH April 23, 1953 Public Utilities Fortnightly 21 


— 





KW MQ G i} ’'; Wl GQ  0p>™pnnnnn 


Abrams 





Technicians..... ./ 


put their heads together to | 
develop the new 


ECONOMAP METHOD 
to save you time and money in 


TRANSMISSION LINE PLANNING 


A new and exclusive photogrammetric method 
developed by Abrams for Transmission Line 
Planning means much lower costs and greater 
speed than by any other aerial or ground 
survey procedure. Write today for information 
and your copy of “Aerial Surveys and Maps 
from Photographs.” 








ABRAMS AERIAL SURVEY 
CORPORATION 


LANS MICHIGAN U.S.A 
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of accuracy 


IBM Mark Sensing provides a remarkably 
rapid and reliable method of recording 
meter readings. It makes the reader’s 
job easier, too. 

Readings are recorded simply by pencil 
strokes on the face of an IBM Card. The 
marks are translated electronically into 
punched holes from which bills are 
machine-prepared. 

There’s no arithmetic, no handwriting, 
no chance of error in transcription. 


From meter reading to finished bill, 
through all other phases of utility ac- 
counting, IBM can speed and simplify 
the job. For full information, write Dept. D 
for our booklet, 1BM Customer Account. 
ing for Utilities. 


( IBM 


INTERNATIONAL BUSINESS MACHINES 
590 Madison Avenue, New York 22, N.Y. 
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' Serving the public 
and industry 
24 hours a day! 


COLUMBIA 


_ SYSTEM 


The Manufacturers Light and Heat Company 


United Fuel Gas Company 
The Ohio Fuel Gas Company 
Atlantic Seaboard Corporation 
Amere Gas Utilities Company 
Virginia Gas Distribution Corporation 


Big Marsh Oil Company 
Central Kentucky Natural Gas Company 


Binghamton Gas Works 
Cumberland and Allegheny Gas Company 
Home Gas Company 
The Keystone Gas Company, Inc. 
Natural Gas Company of West Virginia 
The Preston Oil Company 
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AN ARCHITECT GOT A MONEY-MAN TO ADMIT, 


“[ never thought of floors in relation to earning power” 








HERE'S WHAT THE ARCHITECT SHOWED 





Why Q-Floor reduces building time 
20 to 30%. 


Q-Floor is steel subfioor, delivered pre 
cut. Two men can lay 32 sq. ft. in 30 see 
onds. Construction is dry, incombustible. 
The Q-Floor is immediately used as plat- 
form by other trades. No delay for wet 
materials. No forms, no falsework, or fire 
hazard. Even when steel is slow in delivery, 
steel is still faster. You must allow time for 
demolition and excavation. By that time, 
the steel is ready. Steel construction gives 
a faster completion date. Completion time, 
not starting time, determines how soon 
your investment pays off. 


“Floors are such a small fraction of total cost, one tends to forget 

that floor space is actually what a building is for. You say a steel 

Q-Floor costs less than the carpet to cover it? Yet it provides 

electrical availability over the entire exposed area of the floor. And 

the steel construction, being dry, reduces building time 20 to 30%. 

These are factors any investor can easily translate into terms Why Q-Floor keeps a building modern. 

of money saved. They mean more revenue over the years Sineeadh tilt at etinmranea sta 

° . ’ . is 0 = 

and earlier revenue right from the start. Let's look at the details—” a pre ig pal tony A —— 
electrical service, regardless of how many 
new business machines may be invented. 
An electrical outlet can be established on 
every six-inch area. It requires but a small 


Write for the simple facts— hole, takes literally only a few minutes. 
No muss with trenches. Tenants can have 


H. H. ROBERTSON COMPANY as many outlets, changed as often and 


located exactly, as they please. Such per- 
2424 Farmers Bank Building, Pittsburgh 22, Pennsylvania cunundiy Gailiie Gear clans tape eal 


Factories in Ambridge, Pa., Hamilton, Ont, Ell port, Englend ing permanently modern. The exterior may 
grow old-fashioned, but with live arteries 


Offices in SO Principal Cities eae World Wide Building Service of power in the floors, the building itsel! 
wil) never be electrically outmoded. 
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23 T* { Indiana Gas Association Sours annual convention, French Lick, Ind., 1953. 

: © Pennsylvania Electric Asso., Meter Com., begins mecting, Hagerstown, Md., 1953. 
| . . . ie ; a ies | 

24 F American Water Works Association, Montana Section, begins annual meeting, Kali- 
; 1 on Mont., 1953 | 
} ~ — a a - a —_——— | 
‘ q North Central Electric Association ends 2-day South Dakot H-electrical dustrial 
q D - a u € Cc As c « € Ss <-da} (ti arkota all-clec ical wmadaustria 
3 “0 S meeting, Aberdeen, S. 1953. 


; 26 S q Rocky Mountain Electric League begins annual spring conference, Denver, Colo., 1953. 
‘ ee, — saannambindiiatien ee 
‘ 9 M q¢ Chamber of Commerce of the United States begins ainual mecting, Washington, D. 
27 1953. 
" ee — — 
™ § American Society of Mechanical Engineers begins spring mecting, Columbus, © 
| 28 T Ohio, 1953. 


W € National Gasoline Association of America begins mecting, Houston, Tex., 1953. 
§ New England Hotel and Restaurant Show begins, Boston, Mass., 1953 








T* © American Gas Asso. begins transmission and storage conference, Chicago, Ill., 1953. 
30 § Pennsylvania Electric Asso., Communications Com., begins meeting, Pittsburgh, 1953. 








-— . May @ 
































F | 
I F { Controllers Institute of America begins Pacific coast conference, Los Angeles, Cal., 1953. | 
2 | S¢ 1 mang | get Advertising Association will hold annual convention, St. Louis, Mo., 
| May 7, 8, 19 
| a as - 
y 3 | S 9 Liquefied ‘oun Gas Association begins national convention and trade show, Chi- 
x « cago, Til, 
E ay pore 
4 M q Northwestern Electric Light and Power Association, Business Development Section, 
i begins meeting, Spokane, Wash., 1953 
‘ 5 T* q Edison Electric Institute, Transmission and Distribution Committee, begins meeting, 
5 | Chicago, Ill., 1953. 
| 
— | _ ee se 
6 W { Wisconsin State Telephone Association begins annual convention, Madison, ey 
Wis., 1953. 
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Private Hydro in Old Virginia 


Claytor plant of the Appalachian Electric Power Company on the New river. 
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Outlook for Hydro 
Redevelopment at Niagara 


During the past two sessions of Congress three different ways 

of developing power in the Niagara area have been suggested 

to Congress. There is a Federal development plan, a state de- 

velopment plan, and a private company development plan. The 

author explains the different proposals and why he believes 

Congress should adopt a bill for private company development, 
of which he is a cosponsor. 


By tHE HONORABLE WILLIAM E. MILLER* 
U. S. REPRESENTATIVE FROM NEW YORK 


ILLS providing for the develop- 
ment, by private enterprise, of 


additional hydroelectric power 
on the Niagara river were introduced 
simultaneously on January 29, 1953, 
in both houses of Congress. The co- 
authors of the Senate bill are Sena- 
tors Homer E. Capehart (Republican, 
Indiana) and Edward Martin (Re- 


*For additional personal note, see “Pages 
with the Editors.” 
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publican, Pennsylvania). The House 
bill was introduced by the author—a 
member of Congress from Niagara 
county, New York. These bills are 
identical with those introduced in the 
82nd Congress by Senator Capehart 
and by me. This year, Chairman 
Martin of the Senate Committee on 
Public Works has joined his Senate 
colleague as cosponsor. Public hear- 
ings on the Capehart-Miller Bill were 
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conducted during the 82nd Congress 
by both Senate and House Public 
Works committees. 

The bills have three stated pur- 
poses. They are: 


(1) To preserve the scenic beauty 
of Niagara Falls and its environs. The 
Niagara River Treaty with Canada, 
dated February 27, 1950, and ratified 
by the Senate on August 9, 1950, pro- 
vides, after making certain that there 
will be at all times sufficient water 
running over the falls to preserve the 
scenic spectacle, for the use of the re- 
maining flow in equal parts by the 
United States and Canada for power 
production purposes. (It also re- 
quires that Congress specify the meth- 
od by which that portion of the United 
States development is to be accom- 
plished.) 

(2) To further the national se- 
curity. A primary condition incor- 
porated in the bills is that in the dis- 
position of power developed by the 
project, preference must be given to 
directions from the Department of De- 
fense for supplying power to govern- 
ment installations or to industries re- 
quiring power to produce materials 
essential to the national security. 

(3) To assure the development of 
low-cost electric power under the 
private enterprise system: The bills 
would commit Congress to the prin- 
ciple that “in view of the public 
burden of the increasing obligations 
of the United States, it is most desir- 
able that development of hydroelectric 
projects be made by private enter- 
prise and without recourse to public 
funds, particularly where, as here, 
private enterprise is able most prompt- 
ly to commence actual construction of 
and to put the project into operation. 


HE law as it now stands, and my 
bill, provide in substance for the 
issuance of a license by the Federal 
Power Commission to that private 
corporation which could demonstrate 
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that it could commence construction 
promptly and prosecute it to comple- 
tion. The license would incorporate 
all of the existing provisions of the 
Federal Power Act, which have here- 
tofore been deemed fully adequate to 
protect local and national interests in 
the development of power through the 
use of the water of navigable rivers. 

The rates would be set by the public 
service commission of the state of 
New York, and, as has always been 
the case, private enterprise would be 
restricted to rates which would pro- 
vide only a fair return on investment; 
an investment owned, incidentally, by 
thousands of shareholders, all of 


whom pay taxes on their incomes. 


r keeping with the spirit of the times, 
let me say right here: I do not 
own a single share of stock in any 
power company, nor does any mem- 
ber of my family. It is because I be- 
lieve sincerely that the system of 
private enterprise is what made this 
country great that I favor this devel- 
opment by private enterprise. 

There are five public utilities in 
New York state which are prepared 
to see the job through. These are: 
Central Hudson Gas & Electric Cor- 
poration; New York State Electric & 
Gas Corporation; Consolidated Edi- 
son Company of New York, Inc.; 
Niagara Mohawk Power Corpora- 
tion; and Rochester Gas & Electric 
Corporation. 

The local company already owns 
the riparian lands and the rights of 
way required for the additional de- 
velopment. It would be possible for 
this private enterprise to start con- 
struction immediately and make addi- 
tional power available far earlier than 
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is possible under any other method of 
development. 


ese Capehart-Miller Bill is in 
accord with the spirit of the 
policy set forth by President Eisen- 
hower in his State of the Union 
Message to Congress (February 2, 
1953). The President said “the best 
natural resources program for Amer- 
ica will not result from exclusive 
dependence on Federal bureaucracy. 
It will involve a partnership of the 
states and local communities, private 
citizens, and the Federal government, 
all working together.” His Secretary 
of the Interior, Douglas McKay, has 
taken this general pattern, and made 
more specific statements to the effect 
that where privately owned power 
companies are ready, willing, and 
financially able to do the job of de- 
veloping power on our rivers, other 
factors being equal, they should be 
permitted to do so. 

The Capehart-Miller Bill author- 
izes and directs the Federal Power 
Commission to issue as soon as prac- 
ticable—to private citizens, any asso- 
ciation of citizens, or to any corpora- 


tion organized under the laws of any 
state—a license for the purpose of 
prosecuting works of improvement 
“for redevelopment of the Niagara 
river,” in substantial accordance with 
the project plans outlined in the re- 
port of the bureau of power of the 
Federal Power Commission, dated 
September 28, 1949, entitled “Possi- 
bilities for Redevelopment of Niagara 
Falls for Power — Niagara River — 
New York.” 

Both Senator Capehart and I feel 
that we might presently succeed in 
passing our bill at this session of the 
Congress, and we have, we believe, 
the support of the chairmen of the 
respective Public Works committees 
—Senator Martin and Representative 
Dondero (Republican, Michigan). 


pong and national groups favoring 
the Capehart-Miller Bill include 
the New York State Chamber of 
Commerce, New York State Associa- 
tion of Electrical Workers (AFL), 
Utility Workers Union of America 
(CIO), New York Grange, Home 
Builders’ Association of Westchester, 
Inc., the New York City Federation 
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of Women’s Clubs, Inc., New York 
Federation of Labor, and several 
locals of the International Brother- 
hood of Electrical Workers (AFL). 

The bill has further been endorsed 
by the National Association of Rail- 
road and Utilities Commissioners, 
and by such organizations as the 
Fleischmanns-Pine Hill Rotary Club, 
Fleischmanns, New York, the Astoria 
Heights Taxpayers Association, Inc., 
the Niagara Falls Home Builders, 
Inc., and the Municipal Electric Utili- 
ties Association of New York. 

I would also like to add that it has 
received strong editorial support from 
newspapers throughout the Niagara 
frontier and the entire state of New 
York, and indeed newspapers in 
Illinois, California, and other points 
throughout the country. 


HE claim that redevelopment via 

private enterprise is somehow 
contrary to the people’s interest is 
therefore untrue. The citizens of New 
York have been overwhelmingly in 
favor of the method proposed in the 
bill which I have sponsored. The so- 
called long-range national interests 
are protected by a section of the bill 
which provides that after March 2, 
1971, any agency of the United States 
government created for such purpose 
or any such agency created by the 
state of New York may, upon not 
less than two years’ written notice, 
take over and thereafter maintain and 
operate the project. In that event, the 
private enterprise operators would re- 
ceive their net investment as that term 
is defined in the Federal Power Act. 
The amount of the new investment 
would be determined by the Federal 
Power Commission. 
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To protect the interests of citizens 
in neighboring states within feasible 
transmission distance of the system 
fed by the proposed additional hydro, 
there is another condition in the bill. 
It provides that if any state within 
economic transmission distance com- 
plains about its allotment of power, 
the Federal Power Commission may 
require the operators to enter into 
“reasonable and practical arrange- 
ments whereby project power will be 
apportioned equitably among those 
states.” 

The reintroduction of the Lehman- 
Roosevelt Bill, anticipated at this 
writing, could be regarded as an 
attempt to turn this redevelopment 
plan into an eastern parallel of the 
Snake river (Idaho) controversy. 
Despite the change of political party 
in power, I am still firmly opposed to 


Federal government in the power 
business on the Niagara frontier—or 
in any other area where private com- 
panies meet requirements as licensees 
before the Federal Power Commis- 
sion. 


Sinn history of the Federal gov- 
ernment in the power business is 
the identical long, sad story so 
prevalent in all the pages of history 
wherever a central government has 
stretched its long arm into spheres of 
activity that rightfully belong to 
private enterprise. 

For the United States government 
to go into the power business solely 
and exclusively as such is not only 
Socialism, but is beyond the powers of 
the Federal government under the 
Constitution of the United States. 
The advocates of Federal power 
doubtless suspect that it is unconsti- 
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Reasons against Government in Power Business 


etl fw history of the Federal government in the power business 
is the identical long, sad story so prevalent in all the pages of 
history wherever a central government has stretched its long arm into 
spheres of activity that rightfully belong to private enterprise. For the 
United States government to go into the power business solely and 
exclusively as such is not only Socialism, but is beyond the powers of 
the Federal government under the Constitution of the United States.” 





tutional. The Federal government is 
still a government of delegated pow- 
ers, and no authority to go into the 
power business was ever delegated to 
it by any state under the Constitution. 
When TVA was conceived, the gov- 
ernment clearly recognized the limits 
of its powers, and based the consti- 
tutionality of its power development 
on the theory that the electric energy 
was derived from improvements re- 
quired in the interest of navigation 
and flood control. 

When the constitutionality of TVA 
was before the U. S. Supreme Court 
in 1936, the Honorable Stanley Reed, 
who represented the government in 
that case and who is now a member 
of the Supreme Court of the United 
States, said in his argument: 


If we determine that this act, while 
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stating that it is for navigation, na- 
tional defense, or flood control, is ac- 
tually for the purpose of developing 
power and selling it commercially, the 
use would be invalid. 


W™= have the Federal planners 
proposed, as far as power devel- 
opment in the Niagara river is con- 
cerned? They want to use $350,000,- 
000 of the taxpayers’ money to build 
the project and once the government 
has its foot in the door, they would 
come back to Congress every year for 
annual subsidies to support the proj- 
ect. Just as surely, as in the case of 
other Federal projects before it, the 
project would pay no interest on the 
use of the people’s money. So, of 
course, the people would have to make 
up this expenditure through increases 
in taxes. 
APR, 23, 1953 
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At the present time, Niagara Mo- 
hawk Power Corporation, and the 
other power companies in the state of 
New York that wish to develop 
Niagara power, pay annually to the 
Federal, state, and local governments 
over $160,000,000 in taxes. If 
allowed to develop and sell this power, 
they would pay almost $200,000,000 


a year in taxes. 


iy the Federal government devel- 
ops the Niagara project, it would 
pay little, if any, taxes, and there 
again the people through their in- 
dividual tax payments would have to 
make up this loss of revenue. The 
inescapable conclusion is that if the 
people, as a result of government 
operation, receive their power for one- 
half cent less per kilowatt hour, they 
will have to pay probably two cents 
per kilowatt hour more through in- 
come and real estate taxes. 

The people I represent want less 
government, not more government. 
If the “liberal” argument for 
“cheaper” power were to be carried 
to its logical conclusion, it could be 
applied to the manufacture of auto- 
mobiles, rubber tires, or clothing, 
since if businesses engaged in those 
activities paid no taxes, they, of 
course, could sell their products that 
much cheaper. But the consumer 
would have to dig down in his pockets 
to make up for the annual loss in tax 
revenue, and he ends up just about 
where he started financially except 
that government has gotten bigger, its 
payrolls larger, and it has encroached 
upon a field heretofore reserved to 
private enterprise. A complete and 
total application of that principle of 
operation in all fields of economic 
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endeavor would be total, complete, 
and absolute Socialism. 


UPPORTERS Of the Lehman-Roose- 
velt Bill for Federal development 
will contend that such development 
will not affect the present ownership 
and operation of the private enter- 
prise now developing power on the 
Niagara river. But, you know as well 
as I do what the eventual conse- 
quences would be. Until the private 
rights under the existing license ex- 
pire in twenty years, they would be 
slowly driven out of business by a 
tax-exempt competitor, so that by 
March, 1971, the private license 
would not be renewed, either as an 
arbitrary act of government, or the 
fact that private enterprise now 
would not find itself financially able, 
or deem it profitable, to make appli- 
cation for an extension of its license. 
The people in my district are con- 
siderably worried about the prospects 
of, in twenty years, being saddled 
with a great big Federal or state 
TVA. My people have been served 
well by the private utility, which has 
served them for seventy years, and 
its tax payments have been a prime 
source of local revenue. 

On the matter of observing 
our international commitments, Mr. 
Roosevelt has stated that the inter- 
national treaty as ratified by the 
Senate precludes the licensing of 
private interests under the Federal 
Power Act. I don’t believe any mem- 
ber of the Public Works Committee 
would subscribe to that theory. If 
that were true, the Senate through its 
prerogative of ratification could re- 
move any vital considerations of our 
domestic economy from the purview 
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of the House of Representatives. 

He also raised the objection that 
the operation of the power plants will 
effect the navigation of the Niagara 
river. That has only recently been 
seriously contended by the Army 
Corps of Engineers, but the point is, 
the very purpose of the existence of 
the Federal Power Commission as set 
forth in the basic act creating the 
authority is to incorporate in all 
licenses issued for the development of 
power, provisions and safeguards 
concerning the navigability of water- 
ways. FPC can control that feature, 
as it always has, with the law as it 
now exists, so that navigation cannot 
be adversely affected by development 
by private enterprise. 


6 Ons treaty does not in any way fix 
or determine who shall develop 
the power on the American side; 
whether a public agency or private 
enterprise shall undertake it was left 
for subsequent determination and is, 
in any event, a matter of domestic and 
not international concern. The treaty 
provides only for the 50-year avail- 
ability to the United States of one- 
half of the flow available for the 
production of hydroelectric power. 
No one in any department of the 
Federal government has ever had one 
day’s experience in the peculiar engi- 


neering problems attendant upon the 
development of a power project in the 
Niagara river. It is conceded that the 
engineers of the private company, 
with seventy years’ experience with 
the power problems of the Niagara 
river, have for twenty years had plans 
ready for this project. All they have 
been waiting for is governmental 
authorization. It is conceded also by 
all that the engineering know-how of 
the private companies would permit 
this development far more economi- 
cally and efficiently. They could com- 
plete it two years sooner than could 
any government agency. And the area 
naturally can use the power. 

However, if completed by private 
enterprise and operated by officials 
responsible only to the public service 
commission of the state of New York, 
the stockholders of the companies, 
and the public consumers, there would 
be no cause for fear that the rights 
and interests of the people were being 
sold down the river. 

There isn’t a government agency in 
Washington that has the record for 
integrity and efficiency of the public 
service commission of the state of 
New York. The “bleeding heart pro- 
gressives” know very well that, as 
always, if a private utility develops 
this power, its books are open to the 
inspection of members of the state 


ployees of the private utilities, and the taxpayers of every 


q “THE consumers of power in New York state, the em- 


state in the Union, and every decent American who believes 
that private enterprise has made this country stronger, and 
the people happier than in any other country in the world, 
are the forces that are interested in taking over Niagara 
Falls under a system of private enterprise.” 
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public service commission. Further- 
more, its rates are set by the public 
service commission so that there never 
has been and never could be any 
“exploitation” of natural resources by 
a private utility. By law, the private 
utility secures, after expenses, only a 
fair return on investment, which is 
distributed to the hundreds of thou- 
sands of stockholders who also pay 
taxes on that income to the Federal 
government. 


M* TRUMAN was mistaken when 
he stated last spring that the 
“forces of reaction . . . want to take 
over Niagara Falls for private devel- 
opment.” The consumers of power 
in New York state, the employees of 
the private utilities, and the taxpayers 
of every state in the Union, and every 
decent American who believes that 
private enterprise has made this coun- 
try stronger, and the people happier 
than in any other country in the 
world, are the forces that are inter- 
ested in taking over Niagara Falls 
under a system of private enterprise. 


They are interested in keeping that 
area free from the inefficiency of big 
government which it is the policy of 
the present administration to extri- 
cate from those fields in which it 
never rightfully belonged. 

I live in the Niagara frontier, and 
were I under oath, I would state to 
you that 99} per cent of all of the 
hundreds of communications I have 
received from the people of the state 
of New York—and I am speaking of 
consumers—99}$ per cent are in favor 
of private enterprise. All of the labor 
unions, representing workers in the 
power industry in New York state, 
are for private enterprise. So, since 
the stockholders and managers of the 
private power companies, the consum- 
ers and customers, the employees and 
workers do not want Federal devel- 
opment, who under God’s heaven is 
included in that group that so many 
seem to be so solicitous about? If 
the desire of the public is to be the 
public policy, then this power proj- 
ect should be developed by private 
enterprise. 





66” | ‘HERE appears to be a good chance that our future Federal water 
resource policy, particularly with regard to major river basins, 


may become a constructive influence rather than a rallying point for 
Socialists. 

“For example, interest is beginning to develop among leaders in the 
conservation field for the appointment of an individual with a conserva- 
tion background to the Federal Power Commission. This would be a 
logical step as the law authorizes the commission to facilitate the com- 
prehensive development of waterways. In the opinion of at least one 
qualified observer, ‘The Federal Power Commission could be useful in 
pulling together our natural resources situation. If a common, integrated 
program ever eventuates, through the action of the President and Con- 
gress, some member of the Federal Power Commission ought to be 
qualified to see where it fits into a co-ordinated resources plan.’ 

“Heretofore many top officials have paid lip service to conservation in 
promoting Federal hydroelectric power projects. But their primary 
concern has long been socialization of a basic industry, electric power. 
Consequently, billions of tax dollars have been wasted and conservation 
has suffered. The time has now come to change this.” 

—Excerpt from Industrial News Review. 
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Are Fictions of Law and 
Accounting Confiscatory? 


The question of value of service has long been a con- 

troversial and disputed issue in public utility rate 

regulation. Here is a forthright view of the actual 

effect of accounting practices on the equities of the 

public utility investor through the process of rate 
regulation. 


By WILLIAM 


NE of the most fascinating ex- 
O periences of the lawyer who 
practices before boards and 
commissions is presented by the study 
of today’s rate cases, compared with 
those of the past. 

Only twenty years ago, lawyers felt 
that certain principles had been firmly 
established by a series of cases which 
protected private property owned by 
public utilities against confiscation 
through rate making. In 1930, we all 
know that events took place which 
completely changed the picture. 

If one compares recent cases with 
those decided during the inflation of 
1914 to 1930, we find the ratepayer 
favored as against the investor 
through fictions of law and account- 


*For personal note, see “Pages with the 
Editors,” 
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M. WHERRY* 


ancy, which often strained concep- 
tions of equity or common sense. 


6 he framers of the Constitution, 
who realized that freedom would 
be of little value if private property 
were not protected, would be aston- 
ished today if they could see the extent 
to which the constitutional prohibition 
against its confiscation has been over- 
shadowed by enlargement of police 
power. Earlier exceptions to this trend 
which were observed in the field of pub- 
lic utility rate making have, today, all 
but disappeared. Not since Jeremy Ben- 
tham wrote his criticism of the abuse 
of fictions of law has there been such 
a fascinating example in the science of 
jurisprudence. These fictions even 
changed the meanings of words com- 
pletely and converted certain legal ac- 
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tions and procedures into their exact 
opposite. Speaking of “fictio” in 
Roman law, George Long says: 

The Praetor in many cases while 
he framed his formula with reference 
to some old-established rule of law, 
gave it a wider application. He could 
direct the Judex to decide in a given 
case as if certain facts existed which 
did not exist. (Vervine Ora. Note on 
Edicta Mag. page 161.) 


This is the essence of a legal fiction. 


O' the six classes of legal fictions 
enumerated by W. D. Lewis in 
the treatise which he read in 1856, in 
London, before the Juridical Society, 
we find in recent cases these two: “An 
imaginary premise in law for an actual 
conclusion,” and “A device invented 
for producing a desired legal conse- 
quence.” 

One of the most oft-repeated state- 
ments by courts called upon to review 
orders of a board or commission is 
that the latter are better equipped 
than courts for establishing facts. 
Yet we know as a matter of practical 
experience that commissions and 
boards are appointed by governmental 
authority, which often has a political 
objective, as well as the presumed duty 
to seek justice. Whether resulting 
findings of fact are colored by precon- 
ceptions is at least debatable. The situ- 
ation recalls the witty remark at- 
tributed to Socrates (B.C. Circa 469- 
399) to the effect that one would not 
select a cook or a fiddler by popular 
vote. Why, then, should there be any 
presumption approaching the infal- 
lible in the “findings of fact” of boards 
and commissions? 

Bentham challenged a similar atti- 
tude of the British courts as “puerile, 
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even in conception,” and furthermore 
as “A willful falsehood having for its 
object the stealing of legislative power 
by and for hands which cared not or 
durst not openly claim it and, but for 
the delusion thus produced, could not 
exercise it.” 


6 ew and similar criticism brought 
about reforms. Lord Raymond 
refused to consider a fiction of law un- 
contradictable. He held that whenever 
such a fiction works an injustice a 
court of law must look into the real 
facts, and in Lyttleton v. Cross (# B 
& C 317), he proclaimed his faith in 
sonorous Latin, “Fictio legis inique 
operatur alcui damnum vel injuria.’””* 

It remained for our less classically 
minded modern courts to invoke fic- 
tions of law to “work a wrong,” by 
assuming “findings of facts” by com- 
missions are true and not subject to 
contradiction even though injustice 
could actually be perpetrated by fail- 
ure to “look into the real facts” and 
substitute reality for fiction. 

The most persistent case of fiction 
masquerading as fact in these so-called 
“findings of fact” is that the dollar is 
a dollar, is a dollar simply because it 
is called a dollar. Forty years ago, the 
contention was made that the prop- 
erty of a utility which was entitled to 
constitutional protection against con- 
fiscation was to be valued as if the 
state were taking the title and not the 
use. It was the value of the property 
which was to be protected. 


1 Freely translated: “A fictidn of law works 
unjustly somehow whether it be a legal detri- 
ment or an actual injury.” Of course, the 
Romans and Lord Coke (1552-1634) had 
beaten him to it: Ultres magis valeat quam 
pereat, 13 Rep 21, 2 Rep 30a 296. “Increasing 
value is greater than that which disappears 
with time.” 
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Today, courts sustain commissions 
in their assertion that they are finding 
the value when they take costs as 
shown by books of account with en- 
tries prescribed by commissions and 
imposed upon the companies. Early 
costs are taken as if the purchasing 
power of the dollar had not changed 
permanently during the past decades. 
Not only that, but by another fiction 
the cost is that incurred at an earlier 
date by a predecessor utility. This fic- 
tion had its parallel in the bankruptcy 
courts, as was pointed out by Lewis in 
the treatise above referred to. 


URTHERMORE, the determination of 
this “aboriginal cost” is invariably 

a one-way street. In looking back over 
the past records, scanty at best and 
not kept with the ingenuity of modern 
accountants, every item erroneously 
charged to capital is deducted, yet the 
utility is not allowed to include in capi- 
tal those items which were erroneously 
omitted from the capital accounts. 
This suggests the story of the man 
who found himself going in the wrong 
direction on a one-way street. When 
a cop came up to him, he said “Excuse 
me, I am taking my mother-in-law to 
the hospital.” The cop took a look at 
the old lady and said, “I’ve got one at 
home just like her. Go ahead, buddy.” 
Even if we could admit the validity 


of the assumption that a fair rate can 
be calculated on a cost basis, these fic- 
tions are capable of producing injus- 
tice and warrant the criticism of a 
modern Bentham. 

Could the real trouble be that the 
task has been wrongfully conceived in 
the first place? The duty of the regu- 
latory body is to determine the value 
of the service rendered and its re- 
quirements (that is to say), not only 
for today, but for the future. This 
can easily be lost sight of, in the en- 
deavor to avoid rate increases. 


N illustration is found in connec- 
tion with depreciation. Utilities 
are not permitted to establish sufficient 
reserves to meet the advancing costs 
of replacing property at a time when 
the dollar, so called, does not buy what 
it used to. This could destroy the pos- 
sibility of the utility’s rendering 
adequate service. It is a logical result 
of not basing rates on the true value 
of the service but upon some fiction. 
Similar to this is the denial of requi- 
site working capital on the theory that 
the reserves set aside to meet taxes and 
other costs can be considered working 
capital. Any individual who under- 
estimates his income for Federal tax 
purposes knows how misleading this 
fiction can be when he wakes up and 
finds that he has treated all his earn- 


= 


“THE most persistent case of fiction masquerading as fact 
q in these so-called ‘findings of fact’ is that the dollar is a 
dollar, is a dollar simply because it is called a dollar. Forty 


years ago, the contention was made that the property of a 
utility which was entitled to constitutional protection against 
confiscation was to be valued as if the state were taking 
the title and not the use. It was the value of the property 
which was to be protected.” 
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ings as working capital and has to sell 
investments to pay his taxes. 

Today, the fine old axiom that there 
is a distinction between management 
and regulation is going by the board. 
Regulation is steadily usurping the 
function of management, where it 
pleases to do so, with minor excep- 
tions. 

The controversy over what is a rea- 
sonable rate of return produces a doz- 
en illustrations of the use of fictions 
in findings of imaginary facts to sup- 
port desired consequences. Regulators 
often pay little attention to the esti- 
mate of the management and its finan- 
cial advisers as to what is necessary in 
order to finance the improvements and 
additions to the property essential to 
meet future demands on the service. 
They substitute some narrow account- 
ing or financial speculation and make 
a so-called “finding of fact.” They 
would do well to bear in mind Ben- 
tham’s denunciation of such fictions as 
“the irreconcilable enemy of justice.” 

Parallel with this difficulty is the 
exclusion from the rate base of all in- 
vestments in property held for future 
use, not immediately put into service. 


HE same issues above outlined 

were presented to the courts 
thirty years ago in the preceding 
period of inflation. Similar fictions 
were invoked but the courts did not 
then treat these fictions as facts when 
they resulted in injustice. A single 
illustration should suffice: 

A group of cases arose in one of our 
eastern states and found their way 
into the highest courts, both state and 
Federal. Eight companies were in- 
volved. They supplied territory which 
was contiguous. Their sources of 
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water supply were taxed to the limit 
of their capacity and their manage- 
ments recognized that steps should be 
taken to secure large additional sup- 
plies. They tried to increase their 
rates to get sufficient revenues to meet 
this pending need of the service. 
Schedules were filed with the state 
commission, which was one of the 
most enlightened of that day. In every 
case the rates devised by the manage- 
ments were reduced by the commis- 
sion. 

In every case the fiction was ad- 
vanced that the cost of the properties 
represented their true value, even 
though those costs were expressed in 
dollars which could no longer buy 
anything like the labor, materials, etc., 
that they could earlier. Depreciation 
was calculated by an entirely theoreti- 
cal method, without any regard to the 
difficulty of replacing obsolete and 
outworn machinery and pipe or secur- 
ing additional real estate for reservoirs 
and watersheds. The rate of return 
was limited to 54 per cent instead of 
63 per cent (the bankers’ estimate). 
It was sought to compel the stockhold- 
ers to jeopardize their investment by 
increasing fixed charges through bond 
issues which the financiers considered 
excessive. Pipelines which had been 
bought in anticipation of a growth in 
the population were “found” to be 
“overbuilt” and the excess was dis- 
allowed as “not used and useful.” The 
cost of laying pipe was reduced on 
some theory which disregarded the 
actual experience in the territories 
served. 


Or appeal these cases were reversed 


by the courts. Larger values 
were established to reflect the decline 
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Regulatory Balance Favors Ratepayer 


. sy one compares recent cases with those decided during the inflation 

of 1914 to 1930, we find the ratepayer favored as against the 
investor through fictions of law and accountancy, which often strained 
conceptions of equity or common sense. The framers of the Constitu- 
tion, who realized that freedom would be of little value if private prop- 
erty were not protected, would be astonished today if they could see 
the extent to which the constitutional prohibition against its confisca- 

tion has been overshadowed by enlargement of police power.” 





in the purchasing power of the dollar 
and to correct some of the injustices 
due to the “findings of fact.” There- 
upon, the companies were consolidated 
and the commission approved of the 
issuance of new securities on the 
values fixed by the courts in the rate 
cases. 


ign rates were filed as a step in the 
project which the consolidated 
companies had undertaken jointly in 
order to finance and procure additional 
sources of supply. According to the 
testimony in the case, to do this financ- 
ing would require the estimated net 
earnings which the new rates would 
produce. The commission did not take 
into account at all these requirements. 
In fact, instead of realizing that its 
true function is to value the service 
demanded instead of carrying out 
some socialistic theory of limiting 
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earnings, the commission denied the 
increases in large part. The companies 
were confronted with a clearly demon- 
strable and very serious condition 
which threatened their ability to con- 
tinue to render adequate public service 
to the communities which they were 
chartered to serve. 

Injunctions were obtained. The 
courts, fortunately, did not take 
refuge in the fiction that findings of 
fact by so-called experts could not be 
examined to determine whether injus- 
tice was being done. They reviewed 
the evidence, reversed the commission, 
and set aside the rates it had fixed. 
The communities served were thus 
protected by permitting the companies 
to earn sufficient revenues to perform 
their public function. 


HE companies at that date—over 
twenty years ago—were able to 
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invoke remedies against confiscation 
of their property, although they were 
confronted with many of the same ob- 
stacles which lie in the paths of the 
managements of utilities today. It 
seemed to their counsel as if precedents 
had been established which would pre- 
vent confiscation of utility property by 
fictions of law. No one participating 
in rate cases today can be similarly 
assured or even optimistic. 

Twenty years afterwards, the same 
commission (but with a different 
membership, of course) rewrote the 
capital accounts of the company so as 
to reduce the capital accounts on which 
its securities had been issued on the 
ground that the consolidation was “not 
an arm’s-length transaction,” or 
through some other fiction, so that the 
costs in the capital account became 
aboriginal costs (that is, costs in- 
curred by other and earlier companies ) 
and not in any sense of the word the 
true cost of the property or any ac- 
curate measure of its value. 

What could be more discouraging 
to those of us who worked for law re- 
form and hailed the establishment of 
public utility commissions equipped 
with staffs of accountants, engineers, 
and lawyers and given power to dis- 
regard shackling and obsolete rules of 
evidence so as to be able to ascertain 
facts scientifically by pretrial confer- 
ences held with fair-minded and im- 
partial experts? 


Pree, the modern prac- 
titioner will not want to become 
wholly a Jeremiah of despair nor such 
a follower of Jeremy Bentham as not 
to be able to see some possible good in 
legal fictions when properly used. 
After all, Blackstone did have some 
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grounds for his somewhat superficial 
praise of these devices.* 

Let us confine ourselves to a small 
example in the field of public utility 
law where the use of an ancient fiction 
was used to promote justice rather 
than to defeat it. 


HE question is often asked how 

can you measure the value of serv- 
ice. Truly, that is not an easy prob- 
lem. One cannot capitalize the earn- 
ings since they depend upon the rates 
charged and the reasonableness of the 
rates is the very point in issue. On the 
other hand, it cannot be said that the 
value of the service can be obtained by 
determining a net return on a rate base 
measured in dollars which are no 
longer dollars, and where the tendency 
of the regulatory staff is to reverse 
every fact against the investor. Car- 
ried to extremes the original cost ac- 
counting would insist that the well 
supply of a water company should be 
recorded on company books as what 
the Indians were paid for it; viz., a 
musquette, a bag of shotte, a “kag of 
powder,” and a “Barrelle” of “Ye 
Goode Olde Rhum,” which articles 
constituted the true “aboriginal” cost 
thereof to the forefathers who “first 
dedicated it to public use!” 

This problem was presented to 
Canadian courts as a question of rea- 
sonableness of rates. There was no 
express constitutional prohibition 
against taking property for public use 
without compensation, but the com- 
mission was required to prescribe 


2 We will have to leave to the legal reader 
the exploration of the usefulness of fictions 
resulting in improvements in the jurisdiction 
of the courts, especially the Queens Bench, 
and in ejectment, guardianship, trespass, com- 
mon recoveries, and hereditaments. 
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“just and reasonable rates.” The 
Canadian courts, twenty years ago, 
arrived at the same formula invoked 
by the American courts for determin- 
ing the value of the service in consti- 
tutional cases. That formula was 
based on a fiction created for the pur- 
poses for which fictions were devised 
in Roman law and by the early lawyers 
at whom we laugh today; viz., “for the 
purpose of advancing justice’ not to 
defeat justice. 


Oe was asked to assume a person 
who desired the service not only 
at a given minute in time but for an 
indefinite period in the future which 
could be reasonably forecast. This 
fictitious person was also assumed to 
be ready and able to pay the true value 
of that service. In other words, he 
could build the plant and make all the 
investment which would be necessary 
to secure the service over the period 
assumed. There was also to be assumed 
another fictitious character; namely, 
the owner of the plant which was pro- 
viding the service. One further as- 
sumption was made; viz., that this fic- 
titious owner was willing to meet the 
fictional purchaser and sell the plant, 
facilities, and charter at a fair price. 

Now what, said the court, would be 
the fair and reasonable value of the 
service as determined by these two 
fictional characters ? 
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e 


Assuming this hypothesis and ap- 
plying common sense, the court held 
(1) a reasonable rate is one which 
fairly reflects the value of the service 
rendered ; (2) the best measure of the 
present value of the plant to the pur- 
chaser would be what it would cost 
him to reproduce it at the present time 
under current conditions; (3) the 
owner of the property would naturally 
not expect to get the full reproduction 
cost—he would merely expect a rea- 
sonable profit on his original invest- 
ment; (4) the purchasers of the serv- 
ice would rather pay that sum than 
take the risk of investing even a small- 
er sum for the same plant; and, finally 
(5) the same common sense approach 
should be made in determining all 
other issues except that the judgment 
of the management would prevail in 
determining operating expenses, neces- 
sary reserves, and financial require- 
ments. 


HIS was a realistic method of using 

a fiction. The court partly relied on 
The Canadian Southern Railways Co. 
v. International Bridge Co. (1880) 
8 AC 723, 731, which was followed by 
the United States Supreme Court in 
Cotting v. Kansas City Stockyards Co. 
(1901) 183 US 79, 96. These are 
cases well worth rereading today, as is 
also Board v. New York Teleph. Co. 
(1926) 271 US 23, 32, to cite but one 





to meet the advancing costs of replacing property at a time 


q “UTILITIES are not permitted to establish sufficient reserves 


when the dollar, so called, does not buy what it used to. 
This could destroy the possibility of the utility’s rendering 
adequate service. It is a logical result of not basing rates on 
the true value of the service but upon some fiction.” 
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other, discussing rate making from the 
point of view of value of service. 


fe might also be apropos to recall 
Lord Lyttleton’s opinion and the 
cases cited in Hibberd v. Smith, 67 
Cal 547, 561, 56 Am Rep 726 at 738, 
and Broom Legal Maxims, page 128, 
which denounced use of fictions to de- 
feat justice. Sooner or later courts 
must meet the criticisms of the use in 
rate cases of fictions, and insist on a 
more realistic and just approach. 
After all it was in an effort to do 
justice that the great commonwealth 
of Massachusetts refused to follow 
William Jennings Bryan’s proposal in 
Smyth v. Ames (1872) 169 US 466. 
It will be remembered that Bryan 
claimed a railroad should not be al- 
lowed to earn on the value of its invest- 
ment in rails and other properties, be- 
cause, since they were bought, prices 
had fallen and they could be replaced 
more cheaply. He ignored the fact 
that the expansion of the property had 
had to be made at a time of high prices 
because of the requirements of the 
service. The management could not 
wait for a decline as Carnegie did 
when he built his steel plants. There- 
fore, it would be unjust not to take 
into consideration the original cost in 
fixing a rate, even though (due to the 
change in the value of the dollar) re- 
production cost could be used as a 
plausible device to reduce the value of 
the property by destroying its earnings 


potential. This led to the birth of the 
Massachusetts theory of (not “ab- 
original cost” but) “prudent invest- 
ment.” This theory was administered 
by Charles Francis Adams, one of the 
wisest and fairest of commissioners, 
He worked out what was best for the 
service and equitable and fair to in- 
vestor as well as consumer. His de- 
cisions were accepted, though he had 
far less power than the humblest of 
modern boards and commissions. 


W: may hope that, sooner or later, 
the demands of the service will 
bring some such practical concept once 
more into play. That this day may not 
be too far off is presaged by some very 
recent opinions. Several Federal 
court decisions have refused to con- 
cede the infallibility of the Federal 
Power Commission and have treated 
technicalities as something subject to 
review. At least one state commission 
has intimated that the management of 
a utility may possibly have sound ideas 
in planning for future expansion. The 
highest courts in three states have 
critically examined the dollar which 
can no longer conceal the sad state of 
its purchasing power; and at least one 
of them has condemned, as a “nebu- 
lous formula,” a fiction dealing with 
fair rate of return. 

Let us not forget the age-long tradi- 
tion of jurisprudence which slowly 
but surely brings reforms to correct 
injustices. 





¢ od iy my opinion the most important problem facing business 
today is that of insuring a caliber of managerial leader- 
ship that will measure up to the tasks ahead.” 
—CrawFrorp H. GREENEWALT, 
President, E. I. du Pont de Nemours 
& Company. 
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Dreams the ‘Taxpayer Didn’t 
Have to Pay for 


ParT II 


The first instalment of this 2-part series discussed private com- 
pany utility investments which are of positive benefit to the 
taxpayers, in addition to their strict utilitarian function. In this 
concluding instalment, the author covers developments in Ala- 
bama, California, Georgia, Idaho, Maine, Missouri, Montana, 
North Carolina, Virginia, Washington, and Wisconsin. 


By J. LOUIS DONNELLY* 


IVATE companies have encoun- 
tered considerable difficulty in 
river development in those areas 

where government-financed agencies 
have sought to gain a foothold. A 
notable example of this has been the 
dispute between Virginia Electric & 
Power Company and the Department 
of Interior. 

In contrast there has been encour- 
agement to private development of 
rivers in the power-short Northwest 
which needs additional energy to sup- 
plement the supply furnished by 
government-owned projects. How- 
ever, the Interior Department has 
been an exception in this area in its 
opposition to plans of Idaho Power 


* Member, editorial staff, New York Journal 
of Commerce. 
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Company. A better relationship is 
anticipated under the new administra- 
tion at Washington. 

The history of the efforts of the 
Virginia Electric & Power Company 
(Vepco) to build a_ hydroelectric 
plant on the Roanoke river is one of 


numerous delays. Vepco filed its 
application with the Federal Power 
Commission for a license October 6, 
1948. Public hearings were held in 
May and June of 1949 with the In- 
terior Department intervening. A 
decision of the trial examiner favor- 
able to the company was filed in 
March, 1950, but subsequently the 
case was reopened on petition of the 
Secretary of Interior. Hearings were 
then held in June and July of 1950 
and in November of that year the 
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trial examiner again ruled in favor of 
Vepco. After oral argument, the 
Federal Power Commission ruled on 
January 26, 1951, giving Virginia 
Electric the license to construct the 
dam.' 

Subsequently this case was appealed 
by the Interior Department and the 
Fourth U. S. Circuit Court of Appeals 
unanimously decided in favor of the 
utility company.* Last month the 
United States Supreme Court upheld 
the U. S. Circuit Court of Appeals. 

The action has attracted nation- 
wide attention in view of the effect 
of the decision on other projects 
pending or proposed. 


yuo announced it planned to 

build a plant with a capacity of 
91,000 kilowatts. The dam and power 
plants would represent an investment 
of more than $27,000,000. 

Virginia Electric received permis- 
sion from the Federal Power Com- 
mission to suspend construction pend- 
ing final court decision. 

In addition to the Roanoke Rapids 
project, Vepco has applied to the 
commission for a license permitting 
construction of an 87,000-kilowatt 
hydro plant on the Roanoke river at 
Gaston, North Carolina, which is also 
estimated to cost $27,000,000. 

General approval has been given by 
Congress for a plan of developing the 
Roanoke river basin through the con- 
struction, in addition to the Kerr dam, 
of ten hydro developments with a 
total estimated installed capacity of 
384,000 kilowatts. Except for the 
Philpott project, 14,000 kilowatts, 
now completed, no funds have been 
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appropriated except for study. Two of 
these sites are Roanoke Rapids and 
Gaston. 

The John H. Kerr dam, located 50 
miles up the Roanoke river from 
Roanoke Rapids, is primarily a flood- 
control dam and will be a source of 
electric power. Installed capacity has 
been placed at 108,000 kilowatts be- 
fore the end of 1952, to be increased 
to 204,000 in 1953. The power is to 
be marketed by the Southeastern 
Power Administration, an agency of 
the Department of the Interior. Two- 
thirds of the Kerr dam power is to be 
disposed of within the company’s 
service area pursuant to an agree- 
ment executed last year with South- 
eastern and is to be marketed solely 
through the company’s transmission 
system. 


a ee. attention should be 
attracted to the development of 
the Clarks Fork river which supplies 
electric energy to three states: Wash- 
ington, Idaho, and Montana. 

Two companies, Washington Wa- 
ter Power and Montana Power, are 
involved in this development. 

Washington Water Power Com- 
pany is now operating the first unit 
in its new Cabinet Gorge plant in 
northern Idaho. When completed it 
will have four 50,000-kilowatt gen- 
erators and cost some $46,000,000. It 
will be Idaho’s largest hydroelectric 
development.® 

The Federal Power Commission 
granted permission to build the 
200,000-kilowatt plant in early Janu- 


3See “Private Enterprise Builds a Hydro 
Dam in the Northwest” by Roscoe Ames. 
Pusiic Utmirres FortNnicutiy, Vol. XLIX, 
No. 1, January 3, 1952, page 21. 
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ary, 1951. This was quickly followed 
by the state of Montana clearing the 
last legal obstacle, passage of legisla- 
tion permitting storage of water in 
that state. 

Cabinet Gorge is located about one- 
half mile west of the Montana-Idaho 
state line. 

The job of diverting the turbulent 
Clarks Fork river (18.410 cubic feet 
a second mean annual flow) is de- 
scribed as one of the most difficult 
ever encountered in North America. 

Twin bores 1,000 feet long and 29 
feet in diameter were driven through 
solid rock of the peninsula formed by 
the Z-bend of the river to handle 
40,000 cubic feet a second. An inno- 
vation of cofferdam construction took 
place in August, 1951, when 63,000 
pounds of high explosives ripped 
some 70,000 cubic yards of rock from 
a 200-foot canyon wall to bridle the 
river. An intricate plan had been de- 
vised to reduce flow of the river to 
a minimum, with upstream plants of 
Montana Power Company having 
shut down on a tight schedule in the 
preceding forty-eight hours. This has 
been described as a gamble around 
which the whole diversion practice 
hinged but it worked, as did others 
taken earlier and later. 


HE shot served to turn the river 
flow into the diversion tunnels 


until an additional upstream coffer- 
dam and another downstream barrier 
could be thrown across the channel. 
With more than 300,000 cubic feet of 
fill in the river, dewatering was still 
a real problem and pump capacity at 
one time was stepped up to 130,000 
gallons per minute to handle the 
situation. Concrete pouring started 
in November, 1951, and continued 
through the winter with aggregate 
mixtures being preheated by steam- 
pipes, and by salamanders and pots 
during pouring. Another important 
deadline was met when the dam was 
up to the sill of its spill gates by early 
April, 1952, accommodating the 
spring runoff that peaked at 81,000 
cubic feet a second on May 2lst, 
somewhat under the usual annual 
flood. 

The fourth and final generating 
unit is scheduled for installation early 
in 1953. 

Naturally, Washington Water 
Power is well proud of its work in 
building Cabinet Gorge under adverse 
circumstances. It is asserted that this 
proves without doubt that business- 
managed utilities can do the job as 
efficiently and as quickly as Federal 
bureaus, without expenditure of tax 
dollars. This is described as the 
answer for those who choose that 
free enterprise and the American way 
of life should be continued. 


the Montana Power Company. Development of the Clarks 


q “PIONEER in river development in the Northwest .. . ts 


Fork river system was started early in this century by this 
utility company. It has progressed since on the basis of 
orderly private company development designed to assure 
western Montana of ample electric power supplies, now 
and in the future.” 
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Washington Water Power is ex- 
ploring, under a preliminary permit 
from the Federal Power Commission, 
the next available site upstream on the 
Clarks Fork. It is at Noxon Rapids, 
Montana, 24 miles above Cabinet 
Gorge. The permit has been extended 
to October 31, 1953. During the sum- 
mer of 1952 the company was dia- 
mond drilling at the site to determine 
feasibility of the project. Project 
costs and extent of possible produc- 
tion cannot be estimated until the 
studies have been completed. 


| aprnewre in river development in the 
Northwest, of course, is the Mon- 
tana Power Company. Development 
of the Clarks Fork river system was 
started early in this century by this 
utility company. It has progressed 
since on the basis of orderly private 
company development designed to 
assure western Montana of ample 
electric power supplies, now and in the 
future. 

The initial project was the Flint 
Creek dam and power plant. Electric 
power developed at this site is small 
(1,100 kilowatts) but the installation 
is of importance as the dam forms 
a reservoir known as Georgetown 
Lake with a capacity of 30,000 acre- 
feet. Today the lake is one of the 
state’s popular recreation areas. Flint 
Creek is located on a tributary of 
Clarks Fork about 35 miles above its 
confluence with the main river. 


| aes power development on the 
main stem of the river in Montana 
is the Milltown plant of Montana 
Power located eight miles east of the 
city of Missoula, leading city in west- 
ern Montana. The dam and generat- 
APR. 23, 1953 


ing station, completed in 1906, de- 
velop 3,400 kilowatts. 

About 60 miles upstream from the 
Idaho border and Washington Water 
Power’s Cabinet Gorge plant is the 
Thompson Falls plant of Montana 
Power. A concrete dam 35 feet in 
height is built on a 15-foot natural 
falls, providing a head of 50 feet. The 
dam creates a reservoir of 14,970 
acre-feet. The power plant has an in- 
stalled capacity of 35,000 kilowatts 
and was constructed in 1915-17. 
Power from this station serves the 
Milwaukee Railroad, which is elec- 
trified through the western part of 
Montana. It also serves the important 
mining industry in the Coeur d’Alene 
area of Idaho. 

Montana Power Company reports 
to us through Colin Raff that the 
Clarks Fork and its tributaries will 
have a part in its continuing policy of 
providing ample supplies of electric 
power for its customers ahead of 
actual demand. 

Thompson Falls has been studied 
for possible additional generation 
within the next several years. Mon- 
tana Power now has a preliminary 
permit from the Federal Power Com- 
mission to study the feasibility of 
power generation at Trout Creek, 
which is located on the Clarks Fork 
about 21 miles below Thompson Falls. 


ee and largest hydro plant 
of Montana Power is the Kerr 
development on the Flathead river 
just below the outlet of Flathead 
Lake, one of the largest fresh water 
lakes in the western United States. 

Kerr’s arch-type concrete dam is 
204 feet high and 800 feet long on 
top and provides storage of more than 
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How Maine’s Antiexport Law Works 


sig pene companies operating in the state of Maine have no 

problem of national government interference. Maine law for- 

bids the export of hydroelectric energy by corporations, except those 

which have specific charter authority or were exporting such energy 

at the time of the adoption of the law in 1909. Central Maine Power 
Company does not come within the exceptions.” 





1,000,000 acre-feet in Flathead Lake. 

The original power station was 
built in 1938 and a second generating 
unit was added in 1949. Work is now 
under way on a third unit, due to be 
in operation in 1954. The Kerr plant 
now has an installed capacity of 
112,000 kilowatts and this will be in- 
creased to 168,000 when the third 
unit is in operation. It will be pos- 
sible to add a fourth unit when the 
need arises. 

One of the largest private power 
developments in the Middle West is 
that of Union Electric Company of 
Missouri on the Osage river. 

Union Electric has one plant on 
this river, located near the village of 
Bagnell, Missouri. When it was 
placed in operation in October, 1931, 
it contained six units with a total rat- 
ing of 129,000 kilowatts. Provisions 
were made in the structure for the 
addition of two more units and the 
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company is now engaged in installing 
them. When they are in operation 
about the middle of 1953, the total 
rating of the units will be 172,000 
kilowatts. 

Actual capability of the plant ex- 
ceeds the name-plate ratings. Under 
medium river flow conditions, the 
capability of the six units is 160,000 
kilowatts and with eight units will be 
205,000. 


|. rome privately owned company 
having difficulty with the Depart- 
ment of the Interior is Southern Cali- 
fornia Edison. Application was filed 
with the Federal Power Commission 
for separate licenses to authorize the 
construction of a new storage reser- 
voir in Vermilion valley and a new 
hydroelectric power plant at Mam- 
moth Pool, both in the Big Creek-San 
Joaquin river area. The Interior De- 
partment Secretary recommended to 
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the commission that it not issue a 
license to the company for the Mam- 
moth Pool project because investiga- 
tions were being made of the power 
site and others in the Upper San 
Joaquin river area with a view toward 
the development thereof by the Fed- 
eral government. There was no oppo- 
sition to the Vermilion valley reser- 
voir license, provided certain restric- 
tions and conditions are met and sub- 
ject to the further condition that an 
operations contract be agreed upon. 
Later the Secretary of Interior with- 
drew for reclamation purposes certain 
lands along the upper reaches of the 
San Joaquin river, including lands 
necessary for the development of the 
Mammoth Pool project. Work on the 
Vermilion valley project would start 
in 1953. 

Southern California Edison has a 
record of forty years of water-power 
development of the Big Creek-San 
Joaquin river area in Fresno and Ma- 
dera counties in California. The last 
High Sierra construction completion 
was Big Creek plant No. 4 in July, 
1951. That station added 91,000 kilo- 
watts of capacity. 

Company’s presently operating 
facilities in the area include six power- 
houses, three major reservoirs—Shav- 
er, Huntington, and Florence lakes 
—and thirteen major dams, providing 
a total generating capacity of 530,000 
kilowatts. The proposed new proj- 
ects would be integrated with this sys- 
tem. 


was estimated that the new gen- 

erating station and two new reser- 
voirs would cost $45,000,000 to $50,- 
000,000. The capacity of the two 
dams would be 248,000 acre-feet. The 
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Mammoth Pool station would have a 
generating capacity of 126,000 kilo- 
watts in two units. It was estimated 
that the electric energy generated at 
Mammoth Pool would average 550,- 
000,000 kilowatt hours a year, and the 
additional water made available for 
use at Big Creek powerhouses Nos. 3 
and 4 would result in an annual aver- 
age gain of 86,000,000 kilowatt hours 
from those stations. 

The new reservoirs and generating 
stations, together with the average in- 
crease of output of existing stations 
to be made possible by the increased 
usable supply of water from the new 
projects, it has been estimated, will re- 
sult in an annual average gain at Big 
Creek of 758,000,000 kilowatt hours. 
Southern California Edison claims 
that more kilowatt hours of electricity 
per unit of water are generated at Big 
Creek than at any other hydroelectric 
development in the world and that in 
falling 6,000 feet through the power 
plants it is the hardest-working water 
on earth. 

Southern California Edison can 
well be proud of what it has accom- 
plished in the Sierra Nevada moun- 
tains. When work started back in 1911 
the Big Creek area was a vast and vir- 
gin wilderness. Today this mountain 
water is used and reused many times 
to generate needed electricity and then 
released to irrigate the valley below. 
The man-made lakes are popular vaca- 
tion resorts, visited annually by thou- 
sands. 


6 he story of Big Creek has been 
written by David H. Redinger 
(Angelus Press, Los Angeles, 1949). 
This was written by the resident engi- 
neer as a report and history for the 


552 





DREAMS THE TAXPAYER DIDN’T HAVE TO PAY FOR 


records of Southern California Edi- 
son.* 

W.C. Mullendore, president of Edi- 
son, in the foreword to this book de- 
scribes it as a document “of too great 
significance to be buried in the archives 
of our company.” 

“What is the significance?” asks 
Mr. Mullendore. “It is an outstand- 
ing story of the golden age of Ameri- 
can development. Here again is a stir- 
ring and inspiring example of the work 
of free men, self-reliant men, men 
who did not wait to have society or 
government underwrite the risk.” 

*For review of this book, see Pustic 


Utmitres FortNIGHTLy, Vol. XLV, No. 8, 
April 13, 1950, page 512. 
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The history of Big Creek is de- 
scribed as filled with ingenious engi- 
neering “firsts” in the solution of con- 
struction problems. These include the 
building of a railroad into the High 
Sierras in 157 days; unprecedented 
road building, tunneling, and dam 
building; rigorous winters spent in 
snowed-in construction camps; and 
many seemingly impossible obstacles. 


i pioneers in development of 
river basins in the southeastern 
part of the United States have been 
Alabama Power Company and Geor- 
gia Power Company, subsidiaries of 
the Southern Company. 

Alabama Power Company has built 
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three plants on the Coosa river and a 
similar number on the Tallapoosa riv- 
er. Total rated installed capacity of 
these plants aggregated nearly 490,- 
000 kilowatts. 

Georgia Power Company has three 
hydro plants on the Chattahoochee 
river, two stations on the Tallulah riv- 
er, and two on the Tugalo river. These 
together with 14 small plants have a 
total rated installed capacity of more 
than 350,000 kilowatts. 

During the dry season the flow of 
the Coosa river is below plant capacity 
and some advantage is taken of night 
pondage to increase the generating 
capacity during peak-load hours. At 
Martin dam, the uppermost of the 
three Tallapoosa river plants, there 
is storage capacity equivalent to 
approximately 300,000,000 kilowatt 
hours of possible generation at the 
Martin, Yates, and Thurlow stations. 

The Burton-Mathis reservoirs for 
the north Georgia group of storage 
plants on the Tallulah and Tugalo riv- 
ers have a storage capacity sufficient 
to generate some 120,000,000 kilo- 
watt hours; the amount of useful stor- 
age for the plants on the Chattahoo- 
chee river is equivalent to some 23,- 
000,000 kilowatt hours, and for the 
storage plant on the Ocmulgee river 
is equivalent to some 5,800,000 kilo- 
watt hours. 


| | ge aagoees companies operating in 
the state of Maine have no prob- 
lem of national government interfer- 
ence. Maine law forbids the export of 
hydroelectric energy by corporations, 
except those which have specific char- 
ter authority or were exporting such 
energy at the time of the adoption of 
the law in 1909. Central Maine Pow- 
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er Company does not come within the 
exceptions. 

To date Central Maine Power ha: 
not come under the jurisdiction of the 
Federal Power Commission other than 
to furnish statistical and financial re. 
ports. 

Nearly three-fourths of the gen- 
erating capacity of the Androscoggin, 
Kennebec, and Saco rivers has been 
developed thus far by Central Maine 
Power and other private corporations. 
They rank among the best water- 
power streams in the United States 
east of the Mississippi river. 

The three rivers account for 90 per 
cent of Central Maine Power Com- 
pany’s hydroelectric generating out- 
put. 

Currently there are 22 hydroelectric 
developments located on the Andros- 
coggin. These include six owned by 
the Brown Company, two by Public 
Service Company of New Hampshire, 
all located in the state of New Hamp- 
shire, and in Maine two plants op- 
erated by Rumford Falls Power Com- 
pany, four by International Paper 
Company, three by Central Maine 
Power Company, two by Androscog- 
gin Water Power Company, and one 
each by Worumbo Manufacturing 
Company, Union Water Power Com- 
pany, and by Verney-Brunswicke. 
Five developments on this river, four 
located in New Hampshire, appear to 
have sound future economic possibili- 
ties. This river is 80 per cent de- 
veloped. 


¢ oe ranked second in hydro 
development, the Kennebec river 
offers possibilities of additional de- 
velopment which could make this the 
largest power producer. 
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At present there are ten develop- 
ments on this river, including one un- 
der construction at Indian Pond due 
to be completed in 1954. This will 
have 45,000 kilowatts initially with 
provision for an additional 30,000 
unit to be installed at a later date. Larg- 
est station of Central Maine, and 
located on the Kennebec, is the Wy- 
man plant with a rated capacity of 72,- 
000 kilowatts. Another, Williams sta- 
tion, ranks fourth in the company’s 
hydro system with 13,000 kilowatts. 
Other Central Maine installations are 
the Shawmut and Weston develop- 
ments. Also on this river are Madison 
owned by the Great Northern Paper 
Company, and the Madison develop- 
ment of Hollingsworth & Whitney 
which also operates the Winslow de- 
velopment. Others are Waterville of 
Lockwood and Augusta owned by 
Bates Manufacturing Company, tex- 
tile manufacturers. 

This river, largest single source of 
hydroelectricity for Central Maine 
Power, has four additional sites for 
future development. 

Six of the seven stations on the Saco 
river are owned by Central Maine 
Power. The seventh is the property of 
Bates Manufacturing Company. One 
site is listed as having future possibili- 
ties and two stations could possibly be 
redeveloped. Largest plant is the 
Skelton, with a capacity of 16,800 
kilowatts. 

Ford W. Harris of the engineering 
department of Central Maine Power 
has prepared a power summary of the 
three rivers for use in this article. This 
summary as furnished to us by C. F. 
Treat, director of publicity, is shown 
on page 553. 


ean StaTEs Power Com- 
PANY, through its Wisconsin 
subsidiary, owns five plants containing 
19 generating units on the Chippewa 
river with a total rated capacity of 
104,910 kilowatts. These plants were 
built over a period of years extending 
from 1907 until the final units were 
installed at Holcombe in 1950. The 
Wisconsin company owns the Chip- 
pewa reservoir located on the head- 
waters of the river, which has a ca- 
pacity of 10 billion cubic feet of water. 
This is leased to the Chippewa and 
Flambeau Improvement Company, a 
subsidiary with three other reservoirs. 

Northern States points out that its 
personnel takes care of flood control, 
navigation, and wild-life preservation 
along the Chippewa and its tributaries. 
All this is done effectively and efficient- 
ly without a single penny of cost to the 
taxpayers. 

Duke Power Company is an im- 
portant factor in the hydroelectric 
field with an installed capacity of ap- 
proximately 500,000 kilowatts. This 
North Carolina utility prides itself in 
what it has accomplished in soil con- 
servation, farming, and forestry. 

This program is described as an en- 
largement and extension of its farm 
management operation of previous 
years. It includes extensive terracing 
and contouring, educational work in 
co-operation with the United States 
Soil Conservation Service and other 
agencies, and planting of seedlings on 
thousands of acres of land that has 
been otherwise unsuitable for crop 
cultivation. In extent the lands affect- 
ed by this program include about 200,- 
000 acres above water and about 50,- 
000 acres in reservoir basins. 
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Barcelona—A Spanish Lesson 
For Investors 


The Federal government for some time has been investing World Bank 
and other funds in public utility services of friendly foreign nations in 
the form of rehabilitation loans, etc. But the question of whether the 
private utility investor should consider foreign public utilities as com- 
bared with public utility industry securities in the United States is still 
a difficult one. The experience of investors in a Spanish utility now 
threatened with expropriation by the Franco régime, is an interesting 
case study along this line. 


By HERBERT BRATTER* 


[owing who are thinking of fol- 


lowing Washington’s advice and 

putting capital into public utility 
enterprises abroad might do well first 
to look into the experience of Spain’s 
most prominent electric enterprise. 
The network of companies headed by 
the Barcelona Traction, Light & Pow- 
er Company, Ltd., which accounts for 
about one-fifth of Spain’s production 
of electric energy, started out in 1911 
as a foreign investment in Spain. To- 
day its properties are completely in the 
hands of Spanish private interests. 
Yet the foreign stockholders have so 
far received not one peseta of compen- 
sation. 

Those shareholders and the pres- 
ent Spanish occupants of the prop- 
erties continue to alternate arguments 
and remote control negotiations. The 
verbal battles reverberate in the press 


*For personal note, see “Pages with the 
Editors.” 
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of Spain, Europe, Britain, and North 
America, and in courts of the various 
countries concerned. Although there 
is still hope of settlement, as of this 
writing, nothing has budged the 
Spaniards from their occupancy and 
operation of “Barcelona.” 


HE event which occasioned this 

story was a court ruling in an ob- 
scure Spanish town named Reus that 
Barcelona was a bankrupt concern, be- 
cause it had not been servicing its 
sterling bonds. The principal actor in 
the play is the fabulously wealthy 
Spaniard, Juan March. Aligned 
against him are private Canadian, 
British, and especially Belgian inves- 
tors, led by Sofina in Brussels, the well- 
known Societe Financiere de Trans- 
ports et d’Enterprises Industrielles. 
Other characters are the British Am- 
bassador in Madrid, the Foreign 
Office, the Belgian and Canadian gov- 
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ernments, and the State Department, 
which appears to fear the deterrent 
effects of the treatment of Barcelona 
not only on the flow of private Ameri- 
can capital to Spain, but as well to 
other countries. 


| geen the French financial 
newspaper, Agence Economique 
et Financiere, in an article on Spain 
reported : 

Spain is faced with a serious lack 
of capital with which to carry out its 
program of industrialization. . . . The 
efforts to further industrial expansion 
are directed, in the first place, to- 
wards an increase in the supply of 
electricity, but this aim will only be 
achieved with the help of foreign cap- 
ital, Without such help the Spanish 
economy would be paralyzed within 
another five to ten years. Spain re- 
quires 35 billion pesetas [about $1 
billion] to carry out current plans for 
the production of electricity—that is, 
to bring the output of electric power 
up to 13.8 billion kilowatt hours be- 
fore 1955—and neither private per- 
sons nor the banks are in a position 
to make advances on this scale. 


Spain has been getting some aid 
from the American government and 
apparently will get more; but the ag- 
gregate will fall far short of what is 
needed to put the Spanish economy 
and armed forces in a strong position. 
Under instructions from the Congress 
the Export-Import Bank of Washing- 
ton, while regarding Spain as a poor 
credit risk, has so far loaned that coun- 
try $62,500,000 of MSA money for 
various purposes, including power 
generation. And, against the objec- 
tions of a dubious administration, the 
Congress has put Spain down for 
$125,000,000 of outright grants, the 
actual delivery of which awaits termi- 
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nation of the long-drawn-out negotia- 
tions for American military bases in 
Spain. 

If Spain needs large amounts 
of private capital for electric power 
development, the foreign investor 
would appear to be the only source. 
Yet, in the entire history of interna- 
tional investment in public utilities, it 
is doubtful whether any case can be 
found to approach the remarkable ex- 
perience of the Belgian, Canadian, 
Swiss, French, British, American, and 
other stockholders of the Barcelona 
Traction, Light & Power Company. 


Barcelona’s Historical Background 


| ~conssmgyy Traction, Licut & 
Power Company, Ltp., a Ca- 
nadian company, was formed in 
Toronto in 1911, its main purpose 
being to promote the construction and 
operation of installations to provide 
the city of Barcelona and the Catalan 
provinces with electric energy. The 
program was to develop the hydraulic 
resources offered by the Ebro river 
and its tributaries from the Pyrenees 
to the Mediterranean. For this pur- 
pose, the company formed Ebro Irri- 
gation & Power Company, Ltd. 
(Ebro), also a Canadian company, 
which was authorized by the Spanish 
authorities to operate in Spain under 
the firm name of Riegos y Fuerza del 
Ebro (Riegos), and which acquired 
the franchises necessary for carrying 
out its vast program. 

Of the voluminous literature which, 
along with personal observations in 
Europe, forms the basis of this article, 
readers interested in more detailed in- 
formation might read the pamphlet 
put out by the company’s Spanish 
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“creditors” and the shareholders’ 
pamphlet of refutation." 


HIS program had been conceived 

by Dr. Pearson, an American, to 
whom Brazil and Mexico are also in- 
debted for the hydroelectric installa- 
tions built in these countries by Brazil- 
ian Traction, Light & Power Com- 
pany, Ltd., and by the Mexican Light 
& Power Company, Ltd. As early as 
1914, Dr. Pearson requested assistance 
from Sofina, but the war interrupted 
negotiations. Later Sofina co-operated 
closely in the realization of the pro- 
gram that had been undertaken by 
progressively lending its efficient spe- 
cialized services and also by contribut- 
ing to the financial reorganization of 
the company. In 1926 Messrs. D. N. 
Heineman and Henri Speciael, repre- 
senting the Sofina group, became 
members of the board of directors. 


1 These are, respectively: “Los Acreedores 
de Barcelona Traction, Light & Power Com- 
pany, Ltd., Frente a las Irregularidades de 
Esta Compania,” Barcelona, September, 1951, 
available also in French translation; and 
“Memorandum on a Pamphlet by the ‘Credi- 
tors’ of Barcelona Traction, Light & Power 
Co., Ltd.” Brussels, December, 1951. 
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Development of the Installations 
SB. installations were gradually 
increased up to 1936, when the 
Civil War in Spain broke out. Upon 
the termination of the Civil War in 
1939, extension work was resumed in 
spite of the difficult conditions created 
by the second World War. Important 
new installations were started and new 
extension work was undertaken. The 
undertakings of this vast production 
and distribution system made possible 
the economic and industrial develop- 
ment of a whole region. 

The company’s power plants today 
constitute a complex system. The op- 
eration of the various types of instal- 
lations has been co-ordinated ration- 
ally in order to ensure the best use of 
the available water power, consisting 
of the natural flow from melting snow 
and rain, and from the reserves stored 
in the reservoirs, and with reliance on 
thermic plants to supplement the hy- 
droelectric production during periods 
of low-water level and drought. The 
electric energy is transmitted to Bar- 
celona and other centers of consump- 
tion by a net of transmission lines. 


BARCELONA’S GROWTH, 1915-1948 


Installed 
Capacity 
(000 kws) 


1048 (Feb.) . 


*The year 1941 was the first with nearly normal conditions after 
the Civil War. Repairs on the installations damaged during the Civil 
War had not yet been finished, which explains the temporary decrease 


in capacity from 1935. 
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Connected 
Capacity of 


Production Number of Customers 
(000 kws) 
177,945 
253,985 
512,128 
743,516 


(000 kws) 
131.8 
220.0 
293.1 
377.9 
432.1 
486. : 


Customers 
76,187 


1 ,070, 261 


531.8 
422.0 [The undertakings were seized in Feb., 1948] 
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The district serviced by the company 
is an area of 26,428 square kilometers 
containing nearly 4,000,000 inhab- 
itants. 

The table on page 558 shows that 
between 1915 and 1935 the undertak- 
ings had increased fivefold in im- 
portance. After the Civil War prog- 
ress was resumed. Production reached 
1,156,699,737 kilowatt hours in 1947, 
showing an increase of nearly 40 per 
cent over 1935, despite the disruption 
for several years of the entire region. 
The table below shows the financial 
results of the undertakings. Despite 
a considerable increase in operating 
expenses after the Civil War, net 
profits improved. They increased fur- 
ther in 1947, although precise figures 
are not available because the under- 
takings were seized early in 1948. 


agate ye financial difficulties dur- 


ing and shortly after World War I 
a reorganization in 1924 reduced the 
fixed charges in sterling of the com- 
pany by giving the holders of one of 
these sterling issues an option to con- 
vert their securities into preferred 
shares. This offer was accepted by the 
majority of the holders, among them 
Societe Internationale d’Energie Hy- 
dro-Electrique (SIDRO), a company 


of the Sofina group which held a con- 
siderable amount of these securities. 
After this reorganization the financial 
structure of Barcelona Traction in 
1925 was s as follows: 


Bonds 


Prior Lien A Bonds 
(Amortized in 
June, 1926) 

Consolidated 64% 
Prior Lien Bonds 

54% First 
Mortgage Bonds . 


£ 997,765 
2,800,000 
2,147,500 


£ 5,945,265 
Peseta Bonds .Pesetas 30,202,000 
Shares 
Preferred Shares 
f $100 


0 
Ordinary Shares 
13,725,000 $36,973,900 





*The par value of the ordinary shares, 
originally $100, was reduced to $50. 

Financial equilibrium having been 
achieved in 1925, for the first time 
since its formation the company could 
distribute a dividend. At that time, 
the returns from the subsidiary com- 
panies operating in Spain were suffi- 
cient to cover the service on the loans 
received from Barcelona Traction, and 
the latter could therefore meet its own 
financial fixed charges and start to pay 
a dividend to its shareholders, who had 
not received a cent since the forma- 
tion of the company. Starting in 1927, 
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BARCELONA'S FINANCIAL RESULTS, 1915-1946 


Gross 
Receipts 


Net 
Operating 


Operating 
Profits 


Expenses 
(Millions of Pesetas) 


16.8 6.6 
27.9 9.4 
81.4 25.5 
107.3 37.0 
122.3 43.9 
139.2 64.3 
208.3 123.8 
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the ordinary shares also received divi- 
dends. In 1930 the preferred shares 
were retired and a new issue of 1,798,- 
854 shares of common stock replaced 
the old preferred and common stock. 
In 1931, a dividend of 50 cents per 
share was paid to the holders of this 
new common stock. During 1931 to 
1936 dividends could be paid only 
irregularly. 

In 1936, the capital structure of 
Barcelona Traction was as follows: 


Bonds 


Consolidated 64% 
prior lien bonds £ 2,684,900 
54% first mortgage 
bonds 1,562,920 £ 4,247,820 


Peseta bonds .Pesetas 61,895,500 


Shares 

Ordinary shares 
without par 
value carried in 
the books at .... 





$39,555,900 


AN the outbreak of the Civil War in 


1936, committees of workmen 
seized the assets and the power plants 
of the companies of the Barcelona 
group and the managers left Spain. 
Deprived of all sources of income, Bar- 
celona Traction was forced to suspend 
the service of its bonds. 

As soon as the plants were liberated 
the managers returned to Spain. Al- 
though operating expenses increased 
considerably during the following 
years, the earnings of the companies 
operating in Spain continued to pro- 
vide Barcelona Traction with a peseta 
income more than sufficient to cover 
the service of its bonds. However, the 
company could not resume servicing 
its sterling bonds because the Spanish 
authorities would not grant the neces- 
sary authorization for transfers. The 
company resumed the service of its 
peseta bonds, with the authorization 


of the trustees of the prior lien sterling 
bonds. 

Sofina, which continuously aided in 
the development as well as operation 
of the enterprises, has not received 
since June 30, 1939, remuneration for 
its services or foreign currency ad- 
vances to Barcelona for administrative 
expenses, etc. 


The 1945 Plan of Compromise 


| an effort to remedy the situation 
resulting from the suspension of 
the service of its sterling debt, the 
company in 1944 approached a com- 
mittee of bondholders that had been 
formed in London. A so-called Plan 
of Compromise resulted, which in 
October, 1945, was approved by a very 
large majority and later ratified by the 
supreme court of Ontario. But the 
plan could not be carried out because 
the Spanish authorities refused to 
grant the required permit, although 
no foreign exchange whatever was 
asked from Spain, but only permission 
to transfer pesetas from “Ebro” to the 
account of “Barcelona” within Spain. 
The plan therefore lapsed on Decem- 
ber 14, 1946. 


Juan March As Barcelona’s Main 
Creditor 


|» 1940, Juan March had sought un- 
successfully to obtain control of 
Barcelona Traction by making what 
the company considered a trivial offer 
for the outstanding sterling bonds, 
while at the same time he described 
Barcelona’s shares as_ practically 
worthless. Now, after the failure of 
the Plan of Compromise in 1946, he 
made a new and better offer for the 
sterling bonds. This offer, very close 
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Barcelona Investment—A Case Study 


> ag ghey who are thinking of following Washington’s advice and 

putting capital into public utility enterprises abroad might do well 
first to look into the experience of Spain’s most prominent electric enter- 
prise. The network of companies headed by the Barcelona Traction, 
Light & Power Company, Ltd., which accounts for about one-fifth of 
Spain’s production of electric energy, started out in 1911 as a foreign 
investment in Spain. Today its properties are completely in the hands 
of Spanish private interests. Yet the foreign stockholders have so far 

received not one peseta of compensation.” 





to that of the Plan of Compromise, 


was accepted by many bondholders. 
Thus, by using sterling already at his 
disposal, March became Barcelona’s 


chief creditor. It was not foreseen 
what use Sr. March would make of his 
new position. 

As the holder of more than £1,900,- 
000 of Barcelona’s bonds, March first 
sought to get control of the company 
in Canada. Disappointed there, he 
opened direct negotiations with com- 
pany representatives in Barcelona in 
November, 1947, with the stated ob- 
jective of obtaining immediate work- 
ing control of the operating com- 
panies. The negotiations were ad- 
journed, and during the adjournment 
the bankruptcy action occurred. 


Barcelona Declared Bankrupt 


We Sr. March could not get by 
direct negotiation he got through 
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a most remarkable Spanish court pro- 
ceeding. In February, 1948, five 
Spaniards were equipped with a total 
of £11,660 of Barcelona first mortgage 
sterling bonds. A few days later three 
of the five brought proceedings in the 
small town called Reus to have the 
company declared bankrupt. The 
length and complexity of the petition 
were such—the company states—that 
its preparation must have commenced 
long before the petitioners acquired 
the bonds. No advance notice of the 
proceedings was given the company. 
In a subsequent court explanation as 
to why Reus had been chosen, the 
petitioners’ advocate said : 
. .. Had I done so at Barcelona, the 
company’s agents would have become 
aware of it as soon as I presented the 
petition and I should not have been 
able to carry out the whole of my plan ; 


whereas at Reus nobody became 
aware of it and nothing was known 
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until all was prepared and the act of 
seizure carried out. 


Rumor has it that the judge at Reus 
was no stranger to March. 

After hearing the evidence present- 
ed by a single witness the Reus judge 
after two days, and at a time when 
Barcelona’s bonds were being quoted 
at 108 on the Spanish stock exchange, 
declared the company “bankrupt” and 
named Sr. March’s nominees, who 
were at hand in the court, to serve as 
representatives of the bankrupt estate, 
one with the title of depositario and 
the other as comisario. The former is 
a sort of receiver. Since Barcelona is 
a Canadian company with no place of 
business in Spain and since the stock 
certificates of its subsidiaries were also 
located abroad, the Reus decree 


authorized the depositario to take an 
entirely novel form of imaginary pos- 


session of all the shares of the sub- 
sidiaries, Ebro and Barcelonesa. 


HE decree also authorized the 

seizure of all physical property in 
Spain of Ebro, a Canadian company, 
and Barcelonesa, although neither had 
been declared bankrupt; and author- 
ized the dismissal of their officers and 
servants. The decree ordered that no 
notice thereof be given Barcelona 
Traction on the amazing grounds that 
its address was unknown! Subse- 
quently Barcelona Traction was pre- 
vented from obtaining a hearing on 
the merits and legality of the bank- 
ruptcy. Within a few days, the 
Spaniards fired Ebro’s and Barce- 
lonesa’s chief administrative officers 
and repudiated the whole board of 
directors of the Canadian concern, who 
had been duly elected under Canadian 
law. Other Spanish subsidiaries of 
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Barcelonesa and Ebro were next 
seized in like manner. Thus within 
three weeks Sr. March was in full con- 
trol of all of Barcelona’s Spanish 
properties. 

Barcelona, being Canadian and 
with no place of business or duly em- 
powered representative in Spain, was 
unable to appear immediately in the 
Spanish courts. But when the seized 
subsidiaries of Barcelona with busi- 
ness Offices in Spain besought the court 
to set aside the seizure of their prop- 
erties, their applications were reject- 
ed on the ground that they had not 
been declared bankrupt and hence had 
no right to be heard, even though it 
was their properties that had been 
seized. Subsequent developments were 
based on equally strange legal reason- 
ing. Ebro’s receiver in imaginary 
possession of its common stock shares, 
which were physically located in Can- 
ada, and purporting to constitute in 
his own person a general meeting of 
Ebro, appointed his own board of 
directors and “withdrew” the author- 
ity of the lawyers which the real Ebro 
board had engaged to fight the bank- 
ruptcy decision of the Reus judge. 

Amidst these happenings protests 
were lodged by the Canadian, British, 
and Belgian governments.? These the 
Spanish government was disposed to 
meet in part by appointing a special 
judge in place of the Reus judge. 
Meanwhile, however, March’s lawyers 
took certain legal steps which tied the 
hands of the special judge, who took 
jurisdiction only two months after the 


2 Starting in 1949 these protests were sup- 
ported by the American Embassy in Madrid. 
The U. S. urged on Spain an equitable settle- 
ment of the Barcelona Case on the principle 
of fair treatment for foreign investors. 
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bankruptcy declaration. British and 
Canadian courts were critical but help- 
less. 


Bogus Shares Issued 


Fe more involved legal maneu- 
vering in Spain a meeting of 
creditors, including the Spanish hold- 
ers of Barcelona’s sterling bonds, was 
called. Three nominees of Sr. March 
were appointed by the meeting as sin- 
dicos, to whom the properties were 
handed over. In December, 1949, the 
sindicos, basing their act upon the 
imaginary possession of all the shares 
of Ebro, passed resolutions to the 
effect that the stockholders voted to be 
governed solely by Spanish, rather 
than Canadian law. Ebro’s pseudo 
board of directors arrogated to them- 
selves the power to issue a new set of 
share certificates representing the 
whole of Ebro’s capital. The same 
process was followed with respect to 
the Catalonian Land Company, an- 
other Canadian concern. Under Cana- 
dian law these duplicate shares are 
simply bogus. 

In like manner, Barcelona Trac- 
tion’s Spain-domiciled subsidiaries is- 
sued new shares, duplicating those 
located abroad. Ebro’s Spanish 
pseudo board also granted the sindi- 
cos’ claim to Ebro’s general mortgage 
and income bonds held by the trustee 
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in Canada. All legal efforts in Spain 
by Ebro’s true owners were kept 
blocked. This was the situation early 
in 1950, when, following renewed 
diplomatic protests, a Commission of 
Experts consisting of a Canadian, a 
British, and two Spanish accountants 
was created to determine whether 
Barcelona was a net creditor or debtor 
to the Spanish economy as a result of 
its operations since 1911. The Spanish 
members dissenting, the Canadian and 
British members of the commission 
found Barcelona to be a creditor of 
the Spanish economy to the extent of 
at least £19,695,522, adding that that 
figure did not reflect the real worth of 
the investment in Spain, having re- 
gard to the inflation of prices since 
1911. That is, the replacement value 
of Barcelona’s Spanish properties is 
materially above the experts’ figures. 
(The company puts the amount at 
more than £55,000,000.) The allega- 
tion that the company was a debtor to 
the Spanish economy is an important 
feature of the Spanish justification for 
the seizure of Barcelona, as we shall 
see below. 


egmens. in the summer of 
1951, duplicate shares of stock for 
all Barcelona’s subsidiaries operating 
in Spain and, it is believed, duplicates 
of Ebro’s held in Canada were issued 


power development, the foreign investor would appear to be 


q “Ir Spain needs large amounts of private capital for electric 


the only source. Yet, in the entire history of international 
investment in public utilities, it is doubtful whether any case 
can be found to approach the remarkable experience of the 
Belgian, Canadian, Swiss, French, British, American, and 
other stockholders of the Barcelona Traction, Light & 


Power Company.” 
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in Spain. All efforts of the foreign 
investors to establish in Spanish courts 
the invalidity of the duplicate shares 
and bonds have consistently been re- 
buffed. Without regard to the provi- 
sions of even Spanish law, the com- 
pany reports, the stage was set for the 
public sale in Spain of the bogus 
securities. Commenting on this a 


company pamphlet states: 


The sale is thus one of which the 
practical result if it is carried to com- 
pletion will be that Juan March will 
acquire securities—bogus it is true, 
but which unless the attitude of the 
Spanish courts changes will be treated 
in Spain as entitling him to the whole 
of the enterprise of the group at a 
price equivalent to what he had paid 
for the bonds which he has already 
acquired (i.e., much less than their 
face value and arrears of interest), the 
face value and arrears of interest of the 
minority of bonds which he had not 
yet acquired, and the sum of 10,000,- 
000 pesetas. Then, as he has boasted, 
the lawyers can fight for years about 
the bankruptcy ; he will be no longer 
interested in whether it is valid or not. 


Thus far the account has been 
drawn from documents prepared by 
the company’s foreign investors. What 
have the Spaniards to say in justifica- 
tion? 


The Spanish Case 


| | greet was made above to the 

Commission of Experts, whose 
two Spanish members disagreed with 
their Canadian and British colleagues 
as to the net creditor-debtor position 
of the Barcelona Company to the 
Spanish economy. The report of the 
Commission of Experts gave rise to a 
joint statement issued by the Spanish 
Minister of Industry and Commerce 
and the British Ambassador in 


Madrid, a statement damaging to the 
company’s position in the public eye, 
especially in Spain. 

A statement was issued June 11, 
1951, by the Spanish Minister of In- 
dustry and Commerce and the British 
Ambassador speaking for the British 
and Canadian governments. This 
statement gave it as the unanimous 
finding of the above-mentioned Com- 
mission of Experts that Barcelona’s 
main Spanish subsidiary had failed to 
supply the Spanish government with 
requested information and stated that 
therefore the British and Canadian 
governments considered the Spanish 
government as justified in refusing 
the transfers of foreign currencies 
that had been requested; moreover, 
that the Spanish government was fully 
justified in withholding foreign cur- 
rency from “this group of companies.” 
The statement implied official British 
and Canadian acceptance of the Span- 
ish government’s finding that the 
group of companies had committed 
manifold irregularities with respect to 
the Spanish law and economy. 


n his statement to the cabinet the 

Minister of Industry and Com- 
merce, Juan Antonio Suances, alluded 
to the Plan of Compromise and the re- 
quest for sterling “to cancel definitely 
some debts which, it was said, com- 
panies of the Barcelona Traction group 
operating in Spain had contracted 
abroad.” The experts, Sr. Suances 
added, had discovered conspicuous ir- 
regularities. A long bill of particulars 
on these charges is embodied in the 
pamphlet issued in the name of the 
bondholders; that is, the Spaniards 
presently occupying the properties. 
With one exception, these charges of 
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Nationalistic Bias—A Foreign Credit Risk 


c¢ pear before World War I the history of Barcelona Traction 

reveals many of the problems which private capital faces when 
it enters an underdeveloped country and seeks to build up a utility from 
scratch. Repeated difficulties in meeting the company’s obligations to 
foreign bondholders reflected in large part the disturbances of wars: 
first the World War of 1914-18 ; then the Spanish Civil War of 1936-39. 
Thereafter another hazard developed, the now quite familiar attitude 
in less-developed countries of hostility to foreign ownership of con- 

spicuous business enterprises.” 





irregularities are vigorously denied by 
Barcelona’s board of directors. 


Hes creditors’ pamphlet, having 
been prepared after the Reus pro- 
ceedings, reflects the fact that the new 
occupants of the Barcelona properties 
had access to all the correspondence 
files and books of the group of com- 
panies so far as these had been kept in 


Spain. The pamphlet purportedly 
quotes from those records. On the 
basis of the quotations, the reader 
must conclude that something irregu- 
lar was going on. (But the company, 
it should be emphasized, has a detailed 
answer to the creditors’ exposition.) 
The creditors make the following 
main points : 
(1) Barcelona consistently failed to 
supply the Spanish authorities with 


information requested repeatedly 
since 1931 concerning the origin and 
nature of the “alleged financial ob- 
ligations” forming the basis of Barce- 
lona’s request for Spanish permission 
to remit funds abroad. The claim that 
the managers of the company had 
been denied the right to be heard and 
to answer the charges made against 
the company was doubtful and those 
directors who had been in Barcelona 
at the time had fled abroad to avoid 
explaining the irregularities. 

(2) Twelve instances of irregulari- 
ties are given. From the charges we 
cull such terms as “fictitious debts,” 
“imaginary invoices,” “nonexistent 
operations,” “improperly charging,” 
“fictitiously overvalued,” etc. The 
pamphlet paints a picture of the jug- 
gling of accounts on the books of a 
tangled pyramid of companies. 

(3) Barcelona Traction finds itself 
insolvent not for the first time. On 
five occasions it has failed, imposing 
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various arrangements which have oc- 
casioned loss to its bondholders while 
yielding to its promoters a benefit of 
£2,983,130. 

(4) The experts and the three in- 
terested governments have had at this 
disposition the complete company files 
in Spain, where such files ought to be 
kept. The files in Toronto are admit- 
ted to be incomplete. 

(5) Barcelona’s clandestine expor- 
tation of funds from Spain, for half of 
which it claims justification on the 
grounds that the transactions oc- 
curred during World War II at the 
request of the British Embassy, ac- 
tually started prior to 1940 and con- 
tinued right up to February, 1948, the 
date of the bankruptcy decree. 

(6) Barcelona has withdrawn from 
Spain more capital than it invested 
there, the total withdrawn being more 
than £5,000,000 greater than the in- 
vestment. The £5,000,000 covers only 
the period to exchange control in 
Spain. Subsequently through 1947 the 
company drew another £4,500,000 
from the Spanish economy, funds 
moreover which could not legally be 
withdrawn from Spain. 


HE charges which are condensed 

above are followed in the pam- 
phlet by a long recitation of “proven 
irregularities” in the “intentionally 
complicated” corporate setup of the 
Barcelona group of companies; and 
in the group’s relations with its bond- 
holders, who suffered injury to the 
benefit of the promoters. 

On the one charge which the com- 
pany admits, the illegal transfer of 
funds from Spain in 1940 and 1946, 
the company has publicly stated that 
“the first of these transfers and ap- 
proximately half of the [£367,295] 
total were carried out in conjunction 
with and at the express request of 
H. M. government itself.” The amount 
of these transactions, the company 


maintains, was only a fourth of that 
given in the creditors’ pamphlet. So 
far as concerns the pesetas the com- 
pany turned over to the British Em- 
bassy without Spanish permission, this 
was done for patriotic reasons to help 
the allied cause. A company spokes- 
man furthermore cites Jesse Jones’ 
book, Fifty Billion Dollars, as proof 
that others—e.g., the U. S. government 
and American motion picture com- 
panies—engaged in the same wartime 
practice in Spain. The company does 
not deny that between 1940 and 1946 
it engaged in illegal exchange trans- 
actions. It insists, however, that those 
transactions were initiated by the 
British government and that approxi- 
mately half of the total were con- 
ducted in collaboration with that gov- 
ernment. 


Conclusions 


 peesaong before World War I the 
history of Barcelona Traction re- 
veals many of the problems which pri- 
vate capital faces when it enters an 
underdeveloped country and seeks to 
build up a utility from scratch. Re- 
peated difficulties in meeting the com- 
pany’s obligations to foreign bond- 
holders reflected in large part the dis- 
turbances of wars: first the World 
War of 1914-18; then the Spanish 
Civil War of 1936-39. Thereafter an- 
other hazard developed, the now quite 
familiar attitude in less-developed 
countries of hostility to foreign own- 
ership of conspicuous business enter- 
prises. 

The trend toward nationalism, of 
which this attitude is a part, has been 
characteristic of the Spanish scene 
since the 1930’s. That private Spanish 
interests have been able to do what 
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they have done in Barcelona’s case is 
attributable, moreover, to the fact that 
in most underdeveloped countries and 
especially in a dictatorship, however 
benign, those close to the seat of pow- 
er have the inside track in any rivalry 
with foreign-owned enterprises. Many 
examples over the years can be given 
by foreigners who have done business 
in such places as China, the Middle 
East, and Latin America. Under the 
Marshall Plan the U. S. government 
initiated a system of guaranteeing 
American foreign investments against 
foreign expropriation. But it is clear 
that even such a guaranty would not 
protect an investor against the sort of 
expropriation invented by the authors 
at Reus. 

What happened at Reus could never 
have been foreseen when the under- 
taking was launched in 1911. A util- 
ity investment abroad is a long-term 
project which faces unpredictable haz- 
ards in addition to the normal business 
risks. 


Ws there any justification for the 
Spanish court awarding the 
properties of Barcelona to private 
Spanish interests? The Spaniards 
claim that the company’s inability to 
get foreign exchange to service its 
sterling debt was due to the fact that 
the company had violated Spain’s ex- 
change control laws. They present an 


elaborate and intricate case against the 
company. But, in view of the disagree- 
ment between the Spanish and foreign 
experts of the international committee 
which was formed to study the matter, 
the only charge which appears proven, 
and this to a smaller extent than 
claimed, is that of certain irregular re- 
mittances involving violation of the 
exchange control law. Such violations 
would not by any stretch of the imagi- 
nation justify ejection of the foreign 
owners such as occurred. For what 
happened in the bankruptcy seems to 
have had no basis even in Spanish law. 
Exchange control is today quite com- 
mon abroad, almost universal. If 
foreign investors are to risk losing 
their entire holdings through a viola- 
tion of the exchange control laws, 
whether deliberate or accidental, the 
already large hazards of investment 
will become prohibitive. 

The Spanish justification of their 
action on the additional grounds that 
the company already had recovered its 
investment and become a net debtor to 
the Spanish economy, quite apart from 
the fact that this claim was denied by 
the Canadian and British experts, in- 
troduces another novel deterrent to in- 
ternational investment. This Spanish 
argument strikes the impartial foreign 
observer as more ingenious than con- 
vincing. It has nothing to do with the 
bankruptcy case and, even if true, 


the settlement of the Barcelona Case we do not know. In 


q “Just what réle the Madrid government may be playing in 


Madrid and Washington the writer was unsuccessful in ob- 
taining from Spanish government officials any statement 
for yuotation. The officials’ attitude was simply that the 
differences are between two private groups and do not di- 
rectly concern the Spanish government.” 
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would not justify expropriation by 
any stretch of the imagination. 


“Ts get to the bottom of the cloud of 
charges of misdoing levied at the 
company in the Spanish creditors’ 
pamphlet and the detailed denials is- 
sued by the stockholders through 
Sidro in reply thereto is beyond the 
capacity of this writer. Suffice it to 
note that a reading of the Sidro reply 
is enough to jeopardize seriously the 
effectiveness of the Spanish document 
on the outside reader of both. One 
cannot but muse on the substantial 
costs which this contest between the 
foreign and the private Spanish in- 
terests must have involved in time and 
money. 

What could the foreign owners of 
Barcelona have done to avoid the 
events of 1948 and since? Obviously, 
it could have capitulated to Sr. March 
in 1940, accepted his “derisory” offer, 
and called it quits. No one but Sr. 
March would have recommended that 
course. Perhaps the company should 
have recognized the handwriting on 
the wall and sought an arrangement 
with its powerful Spanish opponent 
on the basis of some counteroffer. 
The International Telephone & Tele- 
graph Company encountered signs of 
Spanish hostility even before the Civil 
War and eventually, in 1945, agreed 
to sell out—in this case, to the Spanish 
government—on satisfactory terms. 
Discretion was the better part of valor. 

The London Times in August saw 
“slight but welcome signs that the long 
struggle of the Barcelona Traction 
Company against the extraordinary 
toils in which it has been enmeshed in 


Spain may be entering a rather more 
hopeful phase.” Perhaps this means 
that negotiations between the foreign 
stockholders and the Spanish bond- 
holders who are now occupying the 
properties in Spain are under way and 
show promise. If “possession is nine- 
tenths of the law,” the foreign stock- 
holders in such negotiations must be 
under great handicaps. 


Bip what rdle the Madrid govern- 
ernment may be playing in the set- 
tlement of the Barcelona Case we do 
not know. In Madrid and Washington 
the writer was unsuccessful in obtain- 
ing from Spanish government officials 
any statement for quotation. The off- 
cials’ attitude was simply that the dif- 
ferences are between two private 
groups and do not directly concern the 
Spanish government. But it can hard- 
ly be that the protests and remon- 
strances lodged with Madrid by the 
British, Belgian, Canadian, and 
American governments have had no 
effect at all. If Spain really wants pri- 
vate foreign capital for its economic 
development, the sooner the Barcelona 
business is equitably settled, the soon- 
er Franco’s government can begin the 
slow process of living down the events 
described in this article. 

The Barcelona Case is only one 
extreme example, but as an object les- 
son in a discouraging method of treat- 
ing private capital, the results are of 
interest. We also know that given the 
right kind of “climate” private capital 
can and does supply progressive serv- 
ices to meet expanding needs, as the 
record of achievement set by Brazilian 
Traction interests indicates. 
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Washington and the 
Utilities 


Tidelands Bill Repercussions 


pry it has long been under- 
stood throughout the electric in- 
dustry that the administration’s tidelands 
bill extends to inland waters and lakes 
as well as offshore submerged lands, it 
took a sarcastic letter from Senator 
Murray (Democrat, Montana) to em- 
phasize an important hydroelectric fea- 
ture of the legislation. Already passed by 
the House (285 to 108), the bill is now 
being debated in the Senate and may 
even have passed by the time these lines 
appear in print. 

Most people think of the tidelands bill 
as of primary concern to the oil and gas 
production industries which have been 
caught between rival Federal and state 
claims to offshore coastal deposits. That 
is, of course, the main and controversial 
background for the much-debated bill to 
get around the U. S. Supreme Court 
decision favoring paramount Federal 
rights. 

But the fact that the bill also would 
give the states unquestioned authority 
over beds of navigable streams inland, 
caught the suspicious eye of the public 
power bloc in Congress. Senator Mur- 
ray’s letter, addressed to Interior Sec- 
retary McKay, called attention to a 
provision which is intended to give the 
states unquestioned title to the beds of 
navigable streams and other inland wa- 
ters. Murray said the apparently “harm- 
less words” would “strip the United 
States of its right to use the beds of 
navigable streams as sites for dams.” 

He referred specifically to a provision 
which says the Federal government’s 
right under the Constitution’s commerce 
clause shall not include the “use” of nav- 
igable river beds. But Murray observed 
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that another section of the bill provides 
that nothing in the bill is to interfere 
with the development of such lands and 
waters for flood control, navigation, and 
power production. Murray went on to 
ask whether government engineers had 
designed some new kind of a dam which 
would not rest upon a river bed. 


EW proponents of the bill took Mur- 
F ray’s criticism very seriously. They 
pointed to a section which very definitely 
states that the Federal government’s 
authority to build and operate dams on 
its own property should not be affected 
by the tidelands legislation. The text of 
this provision is as follows: 

Nothing in this act shall affect the 
use, development, improvement, or 
control by or under the constitutional 
authority of the United States of said 
lands and waters for the purposes of 
navigation or flood control or the pro- 
duction of power at any site where 
the United States now owns or may 
hereafter acquire the water power or 
be construed as the release or relin- 
quishment of any rights of the United 
States arising under the constitutional 
authority of Congress to regulate or 
improve navigation or to provide for 
flood control or the production of 
power at any site where the United 
States now owns the water power. 


If there are any serious inconsistencies 
in the two sections cited by Senator 
Murray, it was generally assumed that 
clarifying language would adjust the 
difficulty. But the discussion serves to 
stress the broad nature of the bill and 
the effort being made by the administra- 
tion to draw a tight line upon further 
encroachment by the Federal govern- 
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ment on the rights of states with respect 
to inland waters and land beneath those 
waters, Great Lakes, and so forth, 

The tidelands issue—so called—has 
long suffered from a lack of popular un- 
derstanding. This gives rise to a vague 
impression that it involves some kinds of 
particular advantages being sought by 
such states as California and Texas in 
the rich offshore gas and oil deposits. 

But there is no such limit to the pos- 
sible implications of the Supreme Court 
ruling setting up the “paramount” au- 
thority of the Federal government. Some 
lawyers think the Federal government, 
under extreme interpretations, might 
even start issuing licenses for offshore 
structures, such as the Steel Pier in At- 
lantic City and beach facilities on the 
Great Lakes. 

Whatever is necessary to make the re- 
turn of title stick will probably be done 
before the bill goes to the White House 
for President Eisenhower’s signature. 
But Senator Murray’s jibe about the 
bottomless dams points up the extensive 
interest which the electric industry, as 
well as the gas and oil industries, should 
have in the form in which this bill finally 
is enacted. 

* 


Tke’s Power Policy 


HERE is a definite promise from In- 
terior Secretary McKay that the 
Eisenhower administration will unveil 
its national power policy on critical test 
points in the near future. McKay told 
members of the Interior Subcommittee of 
the House Appropriations Committee he 
will soon make three controversial deci- 
sions “upon which this administration 
will stand or fall on the idea of power.” 
The decisions involve the surtax 
charged by private utilities in the Pacific 
Northwest, the Georgia Power Com- 
pany-Southeastern Power Administra- 
tion Case, and the controversial Hell’s 
Canyon project on the Snake river in 
Idaho. “Those things are so fundamen- 
tal to the whole power issue of this coun- 
try,” said McKay, “that when I make 
those decisions I am going to have Cabi- 
net approval to discuss them.” 


Secretary McKay has called the power 
preference clause “just” because public 
funds built the transmission lines. This 
is in connection with the Northwest 
power situation, but, he added, “the end 
results have not been fair.” As proof, he 
pointed out that customers of privately 
owned power companies pay a 20 per 
cent surtax at the time of the year when 
power bills are the highest. “That just 
is not fair to the customers,” McKay 
said. “Likewise, our policy should not be 
to try to freeze out the privately owned 
power companies,” he continued. 

He went on to say “the privately 
owned power companies cannot expect 
anything out of me but a fair shake, and 
the good ones will not ask any more.” 


| grey Secretary McKay acknowl- 
edged the right of any people in any 
state to own their own power distribu- 
tion systems if they choose to do so, but 
said the Interior Department “should 
not be trying to force them to do it.” He 
reiterated his stand taken previously that 
5-year contracts between private utilities 
and Bonneville Power Administration 
are not long enough. He said he does 
not believe in either private or govern- 
ment monopolies. 

A more explicit water and power pol- 
icy for the United States is needed in 
McKay’s opinion, “It seems to me,” he 
said, “that the time has come when Con- 
gress should write a water policy . .. 
and a power policy, in more detail.” He 
predicted such a move, but said it was 
a congressional responsibility. 

Incidentally, public power policy in 
another field is expected to be clarified 
in the next few weeks, according to Rep- 
resentative Hinshaw (Republican, Cali- 
fornia). Hinshaw revealed that the 
Atomic Energy Commission will soon 
make public its long-awaited proposals 
for letting private industry develop 
atomic electricity plants. 

Representative Hinshaw pointed out 
that “industry has been asking for such 
a statement of policy for two years,” and 
“Congress has been waiting for six 
years.” He said slow atomic development 
for power use “on all fronts” is an indi- 
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cation that “Socialism does not work in 
America.” 
* 


A Plea for Gas Unity 


, ee natural gas producers were 
warned last month by a natural gas 
industry leader that the establishment of 
minimum field prices and what he said 
amounted to “state export taxes” on this 
premium fuel would react in the long run 
to the detriment of the producer. 

C. P. Rather, president of the Inde- 
pendent Natural Gas Association of 
America, told the annual convention of 
the Texas Independent Producers and 
Royalty Owners Association, that incen- 
tives for expanding production are im- 
perative if all segments of the natural gas 
industry are to keep up with the expand- 
ing natural gas market and insure con- 
sumers the adequate service to which 
they are entitled. 

The establishment of minimum field 
prices for natural gas would be a long 
step toward bringing this part of the in- 
dustry under government regulation, he 
said. Competitive bidding for natural gas 
supplies, he declared, has demonstrated 
that it is the surest method of raising the 
field price of this natural resource and 
thereby offering adequate incentive for 
development and exploration. 

He told the Texas members that, 
while the natural gas industry is made 
up of distinct segments, it is essentially 
one industry. The various segments must 
work together for the good of the whole, 
he said, with due consideration for the 
public “who, in the final analysis, is the 
source of our income and who can make 
or break us if we do not render a service 
which it appreciates and values.” 

To this end, Mr. Rather announced 
that INGAA has embarked on a public 
service program aimed at telling the nat- 
ural gas industry’s story and explaining 
its problems to the public. He stressed 
that producers and royalty owners, as a 
part of the industry, have as much at 
stake in getting this story before the gen- 
eral public as the pipeline companies and 
distributors. 
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“There is an interesting story to be 
told,” Mr. Rather said. “Those of us who 
have given thought to it feel that if it is 
well and honestly told, with the objective 
of letting the public determine where its 
best interests lie, that the result will be 
good, both for the industry and the pub- 
lic.” 


M* RATHER said it is a misconcep- 
tion on the part of producers and 
royalty owners that applications for rate 
increases filed by pipeline companies 
with the Federal Power Commission are 
largely to pay for increased transmission 
costs. 

Of the rate increase applications filed 
with FPC between January, 1950, and 
August, 1952, approximately 60 per cent 
of the $200,000,000 annual rate increase 
requested “represented reimbursement 
of higher gas costs to the companies,” he 
said. While this percentage contains 
some duplications, he said it is neverthe- 
less “somewhat indicative of the extent 
to which the field price of gas has neces- 
sitated the rate increases applied for.” 

Mr. Rather stressed that the pipeline 
companies realize production and explo- 
ration costs are rising and that they must 
pay higher prices for new reserves and 
supplies. But regulation, he said, will 
stifle the incentive for expanding pro- 
duction, On the other hand, competitive 
bidding for supplies will provide the 
necessary |incentive and react to the ad- 
vantage both of producers and con- 
sumers, he declared. 

If natural gas producers are classed as 
a public utility and brought under Fed- 
eral regulation—a danger which Mr. 
Rather said is very real—it could only 
result in making less gas available to the 
public, he said. This is not consistent 
with public interest, he added. 

“Let the public understand that, let it 
understand some of the hazards of the 
producing business, and let it see how it 
is different from a public utility,” he 
urged the group. “Let it understand the 
highly competitive aspects of the busi- 
ness. Let it realize the importance of con- 
tinuing to find new reserves and I believe 
it will agree with us.” 
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Nelsen Named REA Chief 


INNEsOTA’s Lieutenant Governor 
Ancher Nelsen takes over his du- 
ties as chief of the Rural Electrification 
Administration with prospects of a larger 
appropriation for the rural telephone pro- 
gram in 1954, although not so large as 
that requested in the Truman budget for 
the coming fiscal year. The revised 
budget for the program, submitted to 
Congress by Secretary of Agriculture 
Benson, calls for $50,000,000 for the tele- 
phone program—an increase of $15,000,- 
000 over 1953 appropriations, but a re- 
duction of the same amount in funds re- 
quested by the Truman administration. 
Benson told members of the House 
Subcommittee on Agriculture Appro- 
priations that the extra $15,000,000 
would “provide for a reasonable expan- 
sion of the program.” He said the job of 
providing high-quality rural telephone 
service in rural areas “is a big and diffi- 
cult job that we must approach with care 
and assurance that every loan is eco- 
nomically sound, adequately secured, and 
in the long run beneficial to the user.” 
Benson defended the $15,000,000 reduc- 
tion from the Truman budget on the 
grounds that “the most economical and 
efficient way of administering a rural 
telephone loan program is to provide a 
relatively stable authorization rather than 
to permit wide variations in the loan 
funds available from year to year.” 
Benson said he was “extremely 
pleased” at the nomination of Nelsen. 
Nelsen has been active in the Farm Bu- 
reau, helped organize the McLeod Co- 
operative Power Association at Glencoe, 
Minnesota, and is a director and vice 
president of that association. He has also 
been vice president of the Minnesota 
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Electric Co-operative and a director of 
the local Farmers’ Co-operative Elevator 
Association. He has served as president 
of his local Farmers’ Mutual Insurance 
Company, and president of the Minne- 
sota Association of Mutual Insurance 
Companies. 

In commenting on the nomination, 
Benson said he thinks Nelsen’s “abilities” 
will “help us improve the administration 
and effectiveness of the services that 
REA provides.” 


* 


Illinots Court Modifies 
Rate Ruling 


HE I}linois Supreme Court has modi- 

fied its ruling of last January in the 
Illinois Bell Telephone Case. The new 
opinion of the court does not change its 
fundamental requirement that the Illinois 
Commerce Commission take into account 
current economic conditions and repro- 
duction cost as factors to be considered 
in fixing rates. 

But the state supreme court did delete 
that portion of its original finding which 
would have required the commission to 
make a specific finding on reproduction 
cost value. 

The revised opinion simply states that 
the commission, “in failing to take into 
account current economic conditions, 
present price levels, and reproduction 
costs,” had clearly erred in “relying on 
an interest-plus-dividend formula as an 
exclusive rate-making guide.” Chairman 
George R. Perrine of the Illinois commis- 
sion interpreted the court’s action as 
meaning that the rate increase request 
should be reopened. But Illinois Bell put 
the $22,800,000 rate boost into effect at 
once after a mandate from the supreme 
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court arrived in the Kane County Cir- 
cuit Court, where the case originated. 

The Illinois attorney general’s office, 
which represents the commerce commis- 
sion, apparently was outmaneuvered by 
the telephone company, which put the 
higher rates into effect while the state’s 
legal representatives were considering 
asking for an injunction to bar the in- 
creases. 

Commission observers expressed 
doubt of the legality of the new rates be- 
cause of the lack of commission approval 
of them as “just and reasonable,” as the 
law requires. They hinted that the com- 
pany might be subject to reparation 
suits if the new rates should later be ruled 
illegal. 

vw 


FCC Rulings Bar Service 


Denials 


HE Federal Communications Com- 

mission has handed down two far- 
reaching decisions involving provisions 
in the tariff schedules of telephone and 
telegraph companies on discontinuance of 
illegal service. By a 4-to-1 vote, the com- 
mission denied the American Telephone 
and Telegraph Company and one of its 
subsidiaries a petition for rehearing in the 
so-called Katz Case, originally filed in 
December, 1951. The case arose when a 
District of Columbia telephone subscriber, 
suspected by the police of using his tele- 
phone for gambling purposes, was de- 
prived of service by the telephone com- 


pany. 

A Bell system tariff regulation per- 
mitted the discontinuance of service when 
requested by the local law-enforcement 
authorities. 

The FCC suspended the tariff on 
grounds that, lacking evidence to show 
unlawful use, telephone companies had 
no right to avoid either their obligation 
to serve or any liabilities deriving from 
such service. The telephone companies 
immediately asked for a rehearing, point- 
ing out that the ruling left them open to 
possible prosecution as an accessory if 
they failed to obey the police, as well as 
to possible damages if no evidence was 
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forthcoming that the service was being 
used for illegal purposes. The telephone 
companies further contend that they 
should not be responsible for obtaining 
such evidence. 


N a parallel case involving the Western 
Union Telegraph Company, the FCC 
checked that company’s plan to deny 
service to bookies and racing news pub- 
lications. In a decision announced last 
month, the commission knocked out the 
company’s proposal as “unjust, unreason- 
able, and discriminatory,” because it 
would also be applicable to “certain per- 
sons who would use it for legitimate pur- 
poses.” 

The commission, in upholding the ini- 
tial decision of a hearing examiner last 
August 7th, held that Western Union, 
as a licensed common carrier, is required 
to keep its services open to the general 
public for legitimate use. Western Union 
had proposed the limitation on customers 
in December, 1951, after it had suffered 
losses of equipment in numerous police 
raids on “bookie” establishments. 

The FCC ordered the company to file 
revised tariff schedules (conditions of 
service) so as to “cancel and rescind” the 
provision in question and to “cease and 
desist” from employing and enforcing it. 
“The basic flaw in the proposed Western 
Union tariff regulation,” the FCC said 
in announcing its decision, “is that it 
would deprive persons of leased wire 
service who are using or would use the 
facilities for lawful purposes.” 


<4 HE arbitrary and discriminatory 
nature of the proposed tariff 
regulation,” the decision continued, “is 
highlighted by the fact that, while it would 
deny service to certain persons who would 
use it for legitimate purposes, it would 
also make eligible for service persons who 
have in the past used the service for il- 
legal purposes.” Moreover, concluded the 
ruling, persons who do not now have 
second-class mailing privileges could be- 
come eligible under the proposed tariff 
regulation “by the simple and inexpen- 
sive expedient of obtaining such mailing 
privileges.” 
APR. 23, 1953 





Rate Regulation in New Jersey 


Hz J. FLaaG, executive officer 
of the New Jersey Board of Public 
Utility Commissioners, recently pre- 
sented a paper before the New York So- 
ciety of Security Analysts in which he 
commented on (1) the regulatory setup 
in New Jersey, and (2) the economics 
of utility rate fixing. 

Prior to the state supreme court de- 
cision in the Public Service bus fare case 
in 1950,! the principal evidence as to rate 
base submitted by the utilities related to 
prudent investment, Major Flagg stated. 
While the court decision stressed “fair 
value” and the utilities have since sub- 
mitted considerable data on reproduction 
costs, he stated that “in no case has a 
utility been able to produce evidence as 
to cost of reproduction that was not, in 
the board’s judgment, faulty and hence 
not worthy of weight in determining a 
rate base.” Hence “fair value” is still 
based almost entirely on net original cost. 
He indicated that the court desired that 
the board “go behind the companies’ 
books and get at realities,” but apparently 
the board has not yet decided how to 
carry out such a program. 

Regarding rate of return, the range 
allowed in some 48 applications for in- 
creased rates since January, 1946, has 
been between 2 per cent and 6.37 per 
cent. The high rate was that which the 
board found the New Jersey Bell Tele- 
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phone Company would experience for 
1951, when it denied the application for 
higher rates ; in general, 5.6 per cent has 
been applied as a “fair return” in pro- 
ceedings affecting New Jersey Bell since 
January, 1948. The board allowed 6 per 
cent in 12 of the 48 cases, 5-6 per cent 
in 20 cases, 4-5 per cent in 6 cases, and 
less than 4 per cent in 9 cases. However, 
in most cases where the return allowed 
was less than 6 per cent, “it represents 
all that was requested.” 


Are Utility Earnings Vulnerable? 


M2 Flagg, in the address referred 
to above, devoted the latter part of 
his talk to a discussion of the vulner- 
ability of utility earnings during a severe 
depression. To promote earnings sta- 
bility, he believes that utilities must study 
cost accounting in relation to rate fixing. 
Only thus can they project the future 
demand for the product, and the produc- 
tion cost, Rates should be “rational and 
realistic,” so that (1) each class of cus- 
tomers will contribute adequate revenues 
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in relation to the cost of serving that 
class; and (2) the rate structure for each 
class should be scientifically designed in 
relation fo the variables in customer 
service, demand cost, and commodity 
cost. 

As an indication of the extent to which 
utility management is bound by tradi- 
tion, he pointed out that the $1 initial 
charge for service is an almost universal 
feature of residential rate schedules, al- 
though it started many years ago when 
customer costs were about one-third to 
one-half of what they are today. The 
municipal plant at Taunton, Massachu- 
setts, has had the courage to raise the 
price for the first 20 kilowatt-hour resi- 
dential use from $1 to $1.77—with no 
adverse public reaction. 

As another example, Major Flagg 
doubts whether television, with its small 
load factor, pays its proper share of costs 
under present rate schedules. It is esti- 
mated that TV contributes $70,000,000 
to $200,000,000 a year in utility reve- 
nues, The net diversified demand per 
set at the generator is estimated at 
about one-quarter of a kilowatt, and aver- 
age annual use at about 250 kilowatt 
hours. The incremental kilowatt-hour 
rate is probably around 2-2} cents so that 
the annual revenue per TV set may be 
estimated at $6.25 annual revenue, or 
about $25 for each kilowatt of capacity 
per annum. This figure compares with 
estimated average revenue from all resi- 
dential usage of $80-$100 per kilowatt 
year, he points out. The major reason, 
of course, is that the annual load factor 
of the average TV set is probably not 
more than 12 per cent compared with a 
35-40 per cent average for other resi- 
dential uses. 


Mv Flagg concludes that “strik- 
ing changes both in investment 
responsibility and in class characteristics 
of use are taking place, which result in 
changes in the cost to serve, which 
changes are not being adequately recog- 
nized by contemporaneous changes in 
the rate structures and in the prices for 
the service. It is my belief that the time 
has come for utility management, in the 
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interest of both customers and the in- 
dustry, to meet these new conditions by 
establishing realistic load-factor type 
rates for residence service. In the alter- 
native, a partial solution would be to in- 
crease the initial charge and the price for 
the first one or two blocks of the resi- 
dential rate schedule so as to more ade- 
quately compensate for the sharply in- 
creased customer and demand costs.” 

Our own view is that many of our pres- 
ent residential schedules may have had 
their origins during earlier periods, par- 
ticularly the 1930’s, when utilities had 
considerable excess capacity to sell— 
whereas now plant must be steadily in- 
creased at heavy cost to take care of new 
demands. While there may still be ad- 
vantages in stimulating over-all resi- 
dential business, the stimulus should 
take into account any special cost factors 
involved, particularly load incidence as 
with TV sets, the heat pump, etc. ; per- 
haps a special “demand charge” should 
be set up for such appliances. 

Possibly it would be worth while for 
the industry to have EEI, Ebasco Serv- 
ices, Or some other organization make a 
detailed study of each major household 
appliance with respect to (1) its per- 
centage contribution to residential rev- 
enues, (2) its load factor and load inci- 
dence, (3) the present saturation rate, 
and (4) the probable future increase in 
saturation. This study might well include 
the heat pump, and it would therefore 
have to be done on a territorial basis. 
It might then be possible to make more 
accurate projections of (1) the average 
residential rate per kilowatt hour based 
on present schedules, (2) the over-all 
kilowatt-hour cost of residential service, 
and (3) inequalities in costs for differ- 
ent appliances. The industry could then 
determine to what extent the present 
promotional-type rate schedule for resi- 
dential service is justified, and what 
should be done about it with respect to 
various major appliances such as TV and 
the heat pump. 


URNING to industrial power rates, 
Major Flagg made a more serious 
charge against the utility industry. He 
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contends that in the event of a recession, 
industrial power sales would be the first 
to feel any drastic effect and that while 
kilowatt-hour sales would go down, the 
kilowatt demand might even go up. (In 
other words, the load factor would 
drop.) The industrial rate structure in- 


cludes the demand charge proportional to 
kilowatts of capacity required, and the 
energy charge proportional to kilowatt- 
hour or load factor — the proportion of 
the year that service is taken. If it hap- 
pens that the demand rate is too low in 
relation to demonstrable demand costs 
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March Financing 


PRINCIPAL PUBLIC OFFERINGS OF ELECTRIC AND GAS 
UTILITY SECURITIES 


Amount 
Date (Mill.) Description 


Mortgage Bonds 
3/5 $10.0 Indianapolis P. & L. Ist 3, 1983 . 


3/11 6.8 Fall River Elec. Lt. Ist & CT 33, 1983 


3/12 10.0 Central Maine Power Ist 38, 1983 . 


3/12 10.0 Narragansett Electric Ist 34s, 1983 .. 
3/19 2.0 Lake Superior District Pr. 1st 33, 1983 


3/19 12.0 Mississippi P. & L. Ist 38, 1983 

3/26 9.0 Dallas P. & L. Ist 34s, 1983 

3/26 16.0 Georgia Power Ist 3%s, 1983 
Preferred Stocks 

3/5 $8.0 New England Power 4.60% 


3/19 3.0 Public Service of New Mexico 5% .. 


3/24 20.0 Pacific Lighting $4.75 
3/26 10.0 Georgia Power $4.92 


Price Under- 
To writing 
Public Spread 


Pe 
by 
3 


102.31 35C 
102.27 73C 
101.00 .68C 
101.87 49C 
101.81 .66C 
100.46 32C 
101.87 59C 
100.90 .68C 


1.87C 
2.50N 
2.50N 
2.48C 
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Common Stocks—Subscription Rights 


$1.7 Atlanta Gas Light 
.9 Lake Superior District Power 
.3 Colorado Central Power 

28.6 El Paso Natural Gas 

2.8 Southern Indiana G. & E. 

3.9 Kentucky Utilities 


Common Stocks—Direct Offerings 


$6.2 Arizona Public Service 
20.1 Public Service E. & G. 


35N 5.85% 
114N 6.45 
- 6.40 
#N 4.92 


30N 6.12 
18.50 SIN 5.40 


16.50 64N 5.45% 
26.88 J4N = 5.96 


it) 


AN CNA 0 
une setae 
eS) 


» 


*Not underwritten. # Special underwriting arrangement. C—Competitive bidding. N—Ne- 
gotiated underwriting. a—Reported well received. b—Reported that issue sold slowly. 


TOTAL NEW MONEY OFFERINGS IN MARCH, 1953 ee * eames 


Electric Utilities 
a ee 
Preferred 
Common 


old to O fered to 


Public 


$ 76.4 $26.2 
12.9 $ 7.9 9.5 
25.5 7.7 _ 


Stockholders Privately 


$114.8 $15.6 $35.7 


Gas Utilities 


$16.5 


$ 19.5 


Total Electric and Gas 


Source of data—Irving Trust Company. 
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and the energy rate too high in relation 
to commodity costs, nevertheless the 
combination of the two charges may pro- 
duce a satisfactory current contribution 
to the utilities’ operating income. But 
during a recession, the insufficient rev- 
enue from the underpriced demand part 
of the rate would remain the same, while 
the more-than-sufficient revenue from 
the overpriced commodity portion of the 
rate might be cut down by a third or 
more. Thus the operating income from 
industrial sales would be reduced more, 
proportionately, than would industrial 
revenues. 

He concludes that “since in these days 
this class of service makes a relatively 
large contribution to utility operating 
income, it follows that any material de- 
crease in such contribution will have a 
serious effect when carried down to net 
income.” 


HE utility industry’s reputation for 

being “depression-proof” was ac- 
quired in the 1929-32 depression, Major 
Flagg states. But in 1930 operating in- 
come was obtained about 65 per cent 
from stable sales and 35 per cent from 
vulnerable sales, it has been estimated. At 
the deepest part of the depression about 
half the operating income from vulnerable 
sales had been lost, but, nevertheless, the 
return on the investment was only re- 
duced from about 8 per cent to 7 per cent 
during the period 1930-34. 

But today, he points out, the percent- 
ages are reversed and some 65 per cent 
of operating income is derived from vul- 
nerable sales. Hence, if only 40 per cent 
of operating income from vulnerable 
sales should be lost during a recession, 
the rate of return on the investment 
would drop from its present level of 6 per 
cent to 3.7 per cent. 

It is difficult to analyze these conclu- 
sions, which were based on studies pre- 
pared by a consulting expert, W. S. Lef- 
fler. In the first place they assume that 
the various major divisions of electric 
sales contribute equally to net operating 
income. This seems rather dubious un- 
less it can be supported by considerable 
statistical evidence; in fact it has often 


been assumed by analysts that the resi- 
dential business is more profitable than 
the industrial—though probably not to 
the same extent as in earlier years. Of 
course, varying load factors, and the in- 
cidence of both daily and seasonal peak 
loads, are part of the problem ; but disre- 
garding this factor, industrial rates still 
seem lower than residential in relation 
to costs, despite the fact that the average 
residential kilowatt-hour rate declined 
sharply in the period 1941-51 while the 
industrial remained stationary at one 
cent. 


yee half of the over-all cost of 
service represents the cost of 
capital, which should be evenly allocated 
per kilowatt hour of load factors are ig- 
nored. Of the remaining half of the 
revenue dollar, 29 cents represents the 
cost of producing power and 16 cents 
goes for maintenance and depreciation, 
both of which items should also be allo- 
cated on an even kilowatt-hour basis to 
residential and industrial consumers if 
it were not for the varying load factors 
mentioned above. This leaves the cost 
factors of transmission, distribution, ac- 
counting and collection, sales promotion, 
and administrative and general expense, 
all of which should be heavily weighted 
against the residential service (since 
there are a far greater number of resi- 
dential customers compared with indus- 
trial). Even with due allowance for the 
difference in transmission and overhead 
costs, it seems difficult to account for the 
variation in residential and industrial 
rates, on the assumption that both serv- 
ices pay their fair share of over-all costs. 
Moreover, no explanation is given for 
the assumption that the proportions of 
stable and vulnerable income have re- 
versed since 1930-34. The proportions 
of revenues for all electric utilities have 
not varied a great deal, as shown in the 
following table: 
1933 1951 
Residential and Rural Revenues 38% 41% 
Commercial 27. 26 


Industrial 
Miscellaneous 


100% 100% 
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If net operating income is really as make a convincing case for his conclu- 
vulnerable to recession conditions as_ sion. 
claimed by Major Flagg, it is important 
to give the matter further study so as to HERE are at least two other factors 
protect investors. But the meager data which should serve to cushion the 
presented in his address do not seem to impact of a depression on electric util- 


= 


CURRENT ELECTRIC UTILITY STATISTICS AND RATIOS 


Per Cent Increase 
Latest Latest Latest Latest 
Unit Month 12Mos. Month 12 Mos. 
Operating Statistics (January) 
Output KWH—Total Bill. KWH 36.7 7% %o 
Hydro-generated .. Ys 9.3 D7 
Steam-generated .. 
Capacity Mill. KW 
Peak Load (November) ” 
Fuel Use: Coal Mill. Tons 
Mill. MCF 
Oil Mill. Bbls. 
Coal Stocks Mill. Tons 


Customers, Sales, Revenues, and Plant (December) 
KWH Sales—Residential 
Commercial 
Industrial 
Total, Incl. Misc. .. 
Customers—Residential 
Commercial 
Industrial 
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Income Account—Summary (December) 
Revenues—Residential 
Commercial 
Industrial 
Total, Incl. Misc. Sales . 
Sales to Other Utilities . 
Misc. Income 
Expenditures—Fuel 
Labor 
Misc. Expenses 
Depreciation 
Taxes 
Interest 
Amortization, etc. .. 
Net Income 
Pref. Div. (Est.) .. 
Bal. for Common 
Stock (Est.) .... 
Com. Div. (Est.) .. 
Bal. to Sur. (Est.) . 


Electric Utility Plant (December) 
Reserve for Depreciation and Amort. 
Net Electric Utility Plant 
Life Insurance Investments (January Ist-March 21st) 


Utility Bonds 
Utility Stocks 

Total 
% of All Investments 
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ity net earnings. One is the fact that 
many utilities are still using obsolete 
equipment, not merely once or twice a 
year in emergencies but a substantial part 
of the time. 

Thus Duquesne Light Company is 
still running its Brunot Island plant 
quite substantially, in order to supply 
needed industrial power. Operating costs 
at this plant run as high as 13-14 cents 
per kilowatt hour and the power is prob- 
ably sold for less than this figure. In the 
event of a depression, therefore, the com- 
pany might actually save a little money 
by closing Brunot Island, and continuing 
to use the ultramodern Elrama plant at 
capacity—where costs are probabl¥ be- 
tween 2-3 cents per kilowatt hour. 

The remaining factor is the demand 
charge in many industrial contracts which 
would insure some income to the utility, 
for the time specified in the contract, 
even if the industrial company did not 
take any power. 

The situation varies considerably with 
each utility, but in our opinion the elec- 
tric utilities have been able to “hedge” 
rather heavily against depression condi- 
tions, with resulting protection for in- 
vestors in their securities. 


» 


The Interest on Construction 
Credit 


HE item “Interest on Construction 

Credit” has become increasingly 
important in the utility income account 
in the postwar period, as most utilities 
have adopted it as a method of reflecting 
or offsetting the interim cost of capital on 
the large amount of plant under con- 
struction. 

As has been pointed out previously 
in this department, the item should 
more logically be credited to net operat- 
ing revenues than to income deductions. 
Inclusion in the latter category seriously 
throws out of line the “coverage” of 
fixed charges, as shown by the following 
figures for all class A and B electric utili- 
ties in the calendar year 1951 (in mil- 
lions) : 
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Sug- 
gested 
Method 
$1,060 


Usual 
Method 
Utility Operating Income $1,060 
Interest Charged to 
Construction—Credit .. 


Adjusted Balance 
Other Income 


Adjusted Gross Income $1,122 
Fixed Charges 
(“Income Deduction”) 308 
No. of Times Fixed 
Charges Earned 3.65 3.37 


In the case of some individual utilities, 
the resulting difference in the fixed 
charge coverage would be much greater. 


i ANDERSEN & Company, the 
well-known accounting firm, re- 
cently issued an interesting 52-page 
booklet, entitled “Principles Underlying 
the Capitalization of Interest during 
Construction.” The firm points out that 
most uniform systems of accounts pre- 
scribed for utility companies by regula- 
tory commissions define interest during 
construction as including “the net cost 
of borrowed funds used for construction 
purposes and a reasonable rate upon the 
utility’s own funds when so used.” But 
recent decisions of the Federal Power 
Commission have raised questions re- 
garding the meaning of the word “in- 
terest.” 

In the narrow legalistic meaning of the 
word, of course, it denotes interest on 
money /oaned to the company. However, 
the word has also been interpreted in a 
broader way as “the price of money” or 
the return on investment in any form— 
in which event it would include the cost 
of preferred and common stock money 
as well as the interest on bonds and de- 
bentures. It is in this sense that the term 
has been employed by the utility in- 
dustry. 

The definition is not important for un- 
regulated industries, but in the case of 
regulated companies such as utilities it 
is an important factor with respect to the 
rate base. The utility must recognize the 
cost of capital devoted to construction in 
its accounts, or the cost becomes a loss 
which is unlikely to be recovered. Of 
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course if new construction which has not 
become part of the operating plant were 
permitted to enter the rate base and rates 
were fixed accordingly, it would be un- 
necessary to capitalize the interest dur- 
ing construction—but this is seldom the 
case. Also, the capitalization of interest 
is a more exact method of compensating 
the owners of property for the interim 
loss of earnings. Moreover, to properly 
compensate security holders, interest 
should run from the date when the funds 
are prudently acquired, rather than from 
the actual date when they were trans- 
ferred from cash into materials or plant ; 
for any effort to work out a hand-to- 
mouth financing method would be diffi- 
cult and unnecessarily expensive. 


genta the utility should also be 
permitted to charge a reasonable 
rate on its own funds such as retained 
earnings, amortization moneys, etc., 
which are used for construction. An- 
other legitimate item would be the fee 
paid by utilities to lenders for firm finan- 
cial arrangements with respect to loans 
for construction, which might approxi- 
mate one per cent per annum. The Fed- 
eral Power Commission, however, does 
not recognize the latter as a proper com- 
ponent of construction cost. 

In its recent cases the Federal Power 
Commission has indicated its disagree- 
ment with the general practice of capital- 
izing equity funds employed in construc- 
tion at a rate reflecting the cost of equity 
money. (As a practical matter, some 
utilities charge an over-all rate of 6 per 
cent on construction funds, correspond- 
ing to the usual rate of “fair return.”’) 
The commission has also indicated its 
opinion that interest should only accrue 
when the funds have been actually ex- 
pended for construction purposes—and 
then only after all of the borrowed money 
has first been expended. This was the 
position taken by the examiner in the 
Northern Natural Gas decision (Jan- 
uary 18, 1952). The Federal Power 
Commission staff presented the follow- 
ing arguments reflecting its position. 

The fair rate of return applicable to 
equity funds allowed in a rate case has 
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no relation to the rate to be used in 
computing interest during construc- 
tion on equity funds. Equity funds do 
not cost the company anything except 
for the cost of floating securities, The 
computation of interest during con- 
struction on equity funds at a rate 
equivalent to the rate of return on 
common stock is improper since it re- 
sults in the inclusion of profit in inter- 
est during construction. The basis for 
the staff assumption that all borrowed 
funds were expended prior to the ex- 
penditure of any funds from equity 
capital is that the company could not 
prove otherwise and that “companies 
do not borrow funds to hold the 
money.” 


Suc does not permit a summary of 
the arguments employed by Arthur 
Andersen & Company in its rebuttal 
of the Federal Power Commission con- 
tentions. Its conclusion is that “it is 
scarcely conceivable that a common stock 
investor, aware of this regulatory atti- 
tude together with all of the attendant 
other risks, would be willing to accept a 
reduced return during the construction 
period and thereafter a return which fails 
to give effect to the risk incurred and the 
profit foregone. Under this policy there 
is little incentive to invest in new 
projects.” 

The accounting firm suggests that it 
might be advisable to change the title of 
the account to read “Cost of Funds 
Charged to Construction—Cr.” or “Re- 
turn on Construction in Progress” and 
to revise the text to read: “This account 
shall include concurrent credits for cost 
of funds charged to construction based 
upon a reasonable allowance for the use 
of all funds during the period of construc- 
tion. No cost of funds shall be capital- 
ized on plant which is completed and 
ready for service.” 

The booklet also contains an analysis 
of the subject of interest during con- 
struction by Professor James C. Bon- 
bright, with a further discussion of the 
technical issues involved, which will 
doubtless interest rate experts as well as 
accountants. 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 


Pipelines 
East Tennessee Nat. Gas . 
Mississippi River Fuel .. 
Southern Natural Gas . 
Zee, Gee THM. 2.0. ccee 
Texas East. Trans. ..... 
Texas Gas Trans. ...... 
Transcontinental Gas .... 
Averages 
Integrated Companies 
American Natural Gas ... 
Columbia Gas System .... 
Commonwealth Gas 
Consol. Gas Util. ........ 
Consol. Nat. Gas 
EI Paso Nat. Gas 
Equitable Gas 
Interstate Nat. Gas 
Kansas-Neb. Nat. Gas . 
Lone Star Gas 
Montana Dakota Utilities . 
Mountain Fuel Supply ... 
National Fuel Gas 
Northern Nat. Gas 
Oklahoma Nat. Gas 
Pacific Pub. Serv. ...... 
Panhandle East. P. L..... 
Pennsylvania Gas 
Peoples Gas Lt. & Coke .. 
Southern Union Gas .... 
United Gas Corp. ....... 


Averages 


Retail Distributors 
Atlanta Gas Light 
Brockton-Taunton Gas ... 
Brooklyn Union Gas .... 
Central Electric & Gas . 
Hartford Gas 

Houston Natural Gas ... 
Indiana Gas & Water .... 
Kings County Lighting ... 
Laclede Gas 

Minneapolis Gas 
Mississippi Valley Gas .. 
Mobile Gas Service 

New Haven Gas Light .. 
North Shore Gas 

Pacific Lighting 

Portland Gas & Coke .... 
Providence Gas 

Seattle Gas 

South Jersey Gas 

South Atlantic Gas 
Springfield Gas Light .... 
United Gas Improvement . 
Washington Gas Light .. 


Averages 


Canadian roe 
International Utilities .... 


4/1/53 Divi- 
Price dend 
About Rate 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND 
WATER COMPANIES 


ome Share Earnings*—— 
4/1/53 Divi- ur- Price- 
Price dend Approx. rent % In- 12 Mos. Earn. 
About Rate teld Period crease Ended Ratio 


Communications Companies 
Bell System 
$4,040 S Am. Tel. & Tel. (Cons.) 
29 Cin. & Sub. Bell Tel. .. 
127 Mountain States T. & T. 
220 New England Tel. & Tel. 
536 Pacific Tel. & Tel. .... 
68 So. New England Tel. . 
Averages 
Independents 
Central Telephone . 
Florida Telephone .... 
General Telephone .... 
Inter-Mountain Tel. ... 
International Tel. & Tel. 
Peninsular Telephone . . 
Rochester Telephone .. 
Southeastern Telephone 
Southwestern States Tel. 
Western Union Tel. ... 


Averages 


Transit Companies 

Dallas Ry. & Terminal . 
Greyhound Corp. ...... 
Los Angeles Transit .. 
National City Lines ... 
Philadelphia Transit .. 
Rochester Transit 

St. Louis P. S. A 
Syracuse Transit 
United Transit 


Averages 


Water Companies 

Holding Companies 
American Water Works 
New York Water Serv. 

Operating Companies 
Bridgeport Hydraulic .. 
California Water Serv. 
Elizabethtown Water .. 
Hackensack Water .... 
Jamaica Water Supply . 
New Haven Water .... 
Ohio Water Service ... 
Phila. & Sub. Water .. 
Plainfield Union Water 
San Jose Water 
Scranton-Springbrook . 
Southern Calif. Water . 
West Va. Water Serv. 


Averages 
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A—American Exchange. O—Over-counter or out-of-town exchange. S—New York Stock 
Exchange. D—Decrease. *Earnings are calculated on present number of shares outstanding, 
except as otherwise indicated. **On average shares outstanding. #Includes stock dividend. 
NC—Not comparable. 


APR. 23, 1953 582 





State versus Federal Control in the 
Missouri Valley 


HE recommendations of ex-Presi- 

dent Truman’s Missouri Basin Sur- 
yey Commission, made public recently, 
got a cool reception from those favoring 
a state-controlled agency for the develop- 
ment of the Missouri valley. The ma- 
jority members of the commission rec- 
ommended that Congress create a 5-mem- 
ber agency to “co-ordinate and direct 
development” of the vast resources of the 
area. The members of the proposed 
commission would be appointed by the 
President, would be residents of the val- 
ley, and would establish headquarters in 
the valley itself rather than in Washing- 
ton. The commission would be empow- 
ered to direct Federal resource develop- 
ment activities in the Missouri basin and 
to co-ordinate these activities with ones 
undertaken by the various states involved. 
The proposed commission would “carry 
out congressional policies regarding land 
and water use and public power, work- 
ing with an advisory committee of the 
state governors.” 

Three members of the survey commis- 
sion — Senator Young (Republican, 
North Dakota), Representative Hope 
(Republican, Kansas), and H. T. Per- 
son, dean of the University of Wyoming 
Engineering School—strongly dissented 
on the make-up of the proposed com- 
mission, agreeing with the majority for 
the necessity of a co-ordinating agency, 
but declaring that it “should be estab- 
lished by a compact to which the basin 
states and the Federal government are 
parties.” They called the majority pro- 
posal a “modified MVA”—one which 
would deny the states adequate represen- 
tation. They also characterized as “com- 
pletely unworkable” a provision allowing 
any basin state to veto commission op- 
erations within its borders. They claimed 
this would render impossible any com- 
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plete or practical development of the en- 
tire Missouri basin. 


to majority members of the survey 
commission rejected the state-con- 
trolled commission idea on the grounds 
it would be difficult to get the ten basin 
states to agree on a compact and that 
such a commission would increase rather 
than eliminate the diverse interests of the 
states involved. The minority declared, 
however, that “The effectiveness of the 
compact approach has been adequately 
tested and thoroughly demonstrated.” 
The United States has participated in 
the negotiations for all western water 
compacts, the minority pointed out; “in 
two of the more recent, relating to the 
Belle Fourche and Republican rivers, 
Congress has agreed with the states to a 
division of jurisdiction over the waters. 
The next step—the Federal government 
becoming a formal party to the compact 
—is logical and inevitable. The compact 
approach has been suggested and recom- 
mended by eminent and practical at- 
torneys and students of government. 
Such a compact is now being worked out 
between the states of the Columbia river 
basin and the Federal government, con- 
sent legislation having already passed 
Congress. Right at home in the Missouri 
basin, the compact approach has recently 
received the unanimous endorsement of 
the Missouri River States Committee 
consisting of the governors of the ten 
Missouri basin states.” 

The members of the survey commis- 
sion were unanimous in recommending 
that, whatever its form, the agency to 
be created should have “broad powers to 
direct and supervise the Federal agencies 
in carrying out their development re- 
sponsibilities, thereby making it possible 
—for the first time in the Missouri basin 
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—to give unified and coherent direction 
to the hitherto unco-ordinated agency 
programs.” There was also general 
agreement that the present Federal basin 
program has “major deficiencies,” in- 
cluding lack of a clear policy and legis- 
lative directive setting forth methods for 
cost allocation and accounting and a con- 
tinuous check to see that the intent of 
Congress is being achieved. 


gp 295-page report of the survey 
group included 51 recommendations 


on such subjects as land and water re- 
source development policy, state and 
local participation in projects, and eco- 
nomic procedures. With few exceptions, 
the recommendations were unanimous. 
The report proposed a priority order for 
the use of the Missouri river water: (1) 
domestic and municipal consumption and 
pollution control; (2) irrigation and in- 
dustrial consumption ; (3) hydroelectric 
power ; (4) fish, wild life, and recreation ; 
(5) navigation. 

Representative Hope said placing navi- 
gation at the bottom of the priority list 
was “one of the best things in the report.” 
Navigation works on the Missouri, in- 
cluding canals and channel deepening, 
create serious flood-control problems, he 
pointed out. The report proposed that 
when navigation works are built, tolls 
should be levied to help pay for their 
cost. 

The report acknowledged the dispute 
between “big dam” and “little dam” pro- 
ponents and recommended congressional 
authorization of watershed management 
projects in different sections of the basin. 
This was a victory for “little dams” ad- 
vocates—those who assert the way to pre- 
vent floods is to “stop the raindrops where 
they fall” in the uplands and tributary 
watersheds. 


_—_— Senator Hennings (Demo- 
crat, Missouri), vice chairman of 
the survey group, plans to introduce a 
bill which would create a Missouri River 
Basin Commission along the lines rec- 
ommended by the majority, Representa- 
tive Hope said he was sure the Eisen- 
hower administration would not favor 


a commission dominated by the Federal 
government. Hope plans to introduce a 
bill embodying the views of the minority 
and has predicted its approval. “Inter. 
state compacts are the coming thing,” 
Hope said. “They give the people a great- 
er voice than they have in such Federal 
agencies as the Tennessee Valley Av- 
thority.” 

Hennings emphasized that the majority 
had sought to achieve a middle ground 
between two extremes. While it was re- 
grettable there was dissent in the report, 
he stated, the commission was not set up 
to support a particular plan of land and 
water use, but to bring to the people of 
the area a better understanding of the 
complex problems facing them. 

The St. Louis Post-Dispatch called 
the majority’s recommendations the best 
proposal, short of one patterned on the 
“brilliantly successful Tennessee Valley 
Authority,” that has been offered to date. 
It disagreed with the minority views on 
state cohtrol and said that “If this point 
of view should prevail, the Missouri val- 
ley would be back again in the chaos 
from which it is struggling to emerge, 
and with the only hopeful alternative 
thrown away.” 


= to and more recent than the 
survey group report was a meeting 
held at the White House on February 
25th to consider a new approach to 
Federal policies governing water re- 
source development. “Co-operation” was 
stressed by President Eisenhower as the 
core of any program which will get the 
support of his administration. The meet- 
ing was attended by Secretary of Interior 
McKay, Secretary of Agriculture Ben- 
son, Chief of Army Engineers General 
Sturgis, Director of the Budget Dodge, 
and several Congressmen. 

An end to conflict and duplication of 
effort between government agencies was 
seen to be the goal of a new plan of ap- 
proach. While the problem of hydroelec- 
tric development was not included in the 
discussion, there was reference made to 
the dispute between the “little dam” and 
“big dam” advocates apparently settled 
in favor of the former in the survey com- 
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mission report on Missouri basin devel- 
opment. The White House meeting was 
regarded as the first step toward the 
formulation of the administration’s own 
regional development program. The em- 
phasis on “co-operation” lends support 
to the view, expressed by Representative 
Hope, that the administration will back 
the interstate approach to general basin 
development plans. 

Clarification of the administration’s 
program with respect to these problems 
may not be forthcoming until next fall 


when President Eisenhower is scheduled 
to address a mid-century conference on 
natural resources. In accepting the invi- 
tation from the sponsoring organization, 
Resources for the Future, Inc., Eisen- 
hower said he is asking the Secretaries 
of Interior and Agriculture, and other 
Federal officials concerned with re- 
sources, to help prepare for the confer- 
ence. The President stressed that both 
private groups and the government have 
“a considerable responsibility for the bet- 
ter management of resources.” 





Survey Shows Loss in Transit Ownership 


Nn an effort to shed light on the factors 
| that have produced the present finan- 
cial crisis in New York city, The New 
York Times has made a survey of the 
financial structures and operations of ten 
leading cities in the United States. The 
financial difficulties of New York city 
were brought to a head by the continued 
deficit operation of the city’s transit sys- 
tem. The New York City Board of Es- 
timate was recently forced to choose be- 
tween a transit authority and a budget 
cut of $170,000,000 for the coming fiscal 
year. It chose the transit authority. 

Acceptance of the authority will per- 
mit the city to make use of a $50,000,000 
increase in real estate taxes. This in- 
crease, together with the elimination of 
an estimated transit deficit of $47,000,000 
when the authority takes over, will nar- 
row the anticipated budget deficit to 
$73,000,000. Higher transit fares are 
certain to be the result of the board’s 
action. It is generally expected that the 
10-cent fare will go up to 15 cents. 

The Times survey covered the cities of 
Philadelphia, Los Angeles, Detroit, Bal- 
timore, St. Louis, Boston, San Fran- 
cisco, Pittsburgh, Milwaukee, and Hous- 
ton. With respect to transit operations, 
the survey included Chicago and Cleve- 
land, It was shown that in all cities where 
such facilities are owned by the mu- 
nicipality, there were deficits, while op- 
eration by public authorities was self- 
supporting. Private operations in the 
surveyed cities produced operating sur- 
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pluses which, however, were generally 
insufficient to yield to the operators what 
they considered a fair return. 


LL of the cities surveyed had higher 
fares than the 10-cent rate prevail- 
ing in New York. Basic fares ranged 
from 15 cents in Philadelphia, Milwau- 
kee, Houston, San Francisco, and Los 
Angeles to 20 cents in Chicago, Detroit, 
Cleveland, and Pittsburgh. Detroit and 
San Francisco showed deficits under 
public operation, while Chicago and 
Cleveland, under authority operation, 
were able to meet operating costs. In 
Boston, where operation is by a state 
commission, there was a deficit, shared 
by the several communities served by 
the commission’s lines. Boston contrib- 
uted the major share of the money need- 
ed to close the gap between operating 
costs and operating revenues. 

The survey brought out one significant 
fact that might well have a bearing on 
the fiscal crisis now facing New York. 
The city is spending in 1952-53 only 
$633,975 for city planning, or just 8 
cents per capita. The only city of those 
surveyed that spends as little per capita 
is St, Louis. Milwaukee is spending 32 
cents. In the case of New York, this 
slight expenditure is noteworthy because 
of the fact that planning for transit de- 
velopment is one of the functions of the 
City Planning Commission. Hampered 
by lack of funds, the commission has been 
unable to operate in this field. 
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Events 


In General 


Laws Shape Power Policy 


UBLIC and private power officials of 

the Pacific Northwest recently were 
pledged that public power policies for 
the region would be changed only by 
legislation, not by appropriation reduc- 
tions. 

The assurance came from Chairman 
Ben Jensen (Republican, Iowa) and 
Representative W. F. Norrell (Demo- 
crat, Arkansas) of the House Appropria- 


tions Committee at the close of a closed- 
door hearing in Washington, D. C,, 
arranged by the Northwest group to seek 
a clarification of prospective policies on 
Bonneville transmission line planning. 

Jensen had suggested at an earlier 
meeting to review BPA’s budget that his 
committee might allow only for major 
transmission lines, leaving it to local 
utilities to construct supplementary facili- 
ties, 


California 


New Rate Increase Plea Filed 


N the midst of a state public utilities 
commission hearing on the re- 
quest of Southern Counties Gas Com- 
pany for rate increases adding 88 cents 
a month to the average consumer’s bill, 
the company boosted its plea recently to 
an estimated 96-cent average. 

The new request would give the com- 
pany additional revenue of $5,190,000 a 
year against $4,849,000 under the origi- 
nally sought hike, company officials said. 
Company spokesmen added that the in- 


crease in the request had become neces- 
sary because of the $308,000 yearly wage 
raises agreed to under the company’s re- 
cent settlement with unionized em- 
ployees. 

Filing of the increase request came 
while Assistant City Attorney Roger W. 
Arnebergh of Los Angeles had expressed 
the city’s official opposition to the origi- 
nal petition. He contended that even the 
first request would provide the company 
with a return of 8.32 per cent on its in- 
vestment, 


Georgia 


Gas Boost OK Asked 


ob Atlanta Gas Light Company re- 
cently asked the state public service 
commission for authority to pass on to 
its industrial customers an increase in 
the pipeline price of natural gas. 

The Southern Natural Gas Company, 
which supplies the Atlanta Company 
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with gas, early this month put into effect 
a price increase of four cents per thousand 
cubic feet. 

Commission Chairman McWhorter 
said the Atlanta Company proposes to 
maintain its present spread of 12.8 per 
cent between its cost of the gas and the 
selling price to consumers. This, he said, 
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would increase the cost to consumers to 
20.3 cents per thousand cubic feet. 

An Atlanta Gas Light Company offi- 
cial estimated that this would cost 


Georgia industrialists about $2,130,000 a 
year and pointed out that it would be the 
first increase in natural gas prices in 
nearly twenty years. 


Iowa 


Commission Legislation Killed 


Fg proposing the creation of a state 
public service commission to regu- 
late Iowa utility firms was apparently 
killed recently when the state senate sent 


it back to the utilities committee. 

Motion to return the bill to committee 
was made by the chairman of the group, 
who said he had found “no public interest 
in the measure, but had heard many ob- 
jections.” 


e 
Michigan 


Strike Ban Attacked 


ROPOSALS for sweeping changes in the 

Hutchinson Act were contained in a 
measure introduced in the state legisla- 
ture last month. The law bans strikes by 
public employees. Senator Blondy, of 
Detroit, says his measure is designed to 
permit the State Labor Mediation Board 
to enter a dispute on its own motion and 
create a governor’s fact-finding panel. It 
was identical to the proposal sidetracked 
in committee last year after a long 
struggle by Detroit officials, which ended 
when the mayor appeared before the sen- 
ate labor committee. 

Blondy said it was the governor’s bill 
and he was told to introduce it. 

After entering a dispute between pub- 


lic employees and a unit of government, 
the mediation board would attempt to 
settle the difference. After thirty days, 
the board could certify the dispute to the 
governor. At this point, the governor 
could name a 3-member fact-finding com- 
mission to conduct informal hearings. 

Senator Hutchinson, who sponsored 
the original act, attacked the bill and said 
he would oppose the clauses which differ 
from his planned changes to install a 
fact-finding panel which would enter dis- 
putes only at the request of both labor 
and management. 

He said he would oppose the power of 
the mediation board to enter the dispute 
on its own motion and the two 30-day 
time elements in the bill. 


Mississippi 

in the state’s oil and gas severance taxes. 
The proposal will be considered by a 

special session of the state legislature 


which the governor said would possibly 
be called about mid-May. 


Severance Tax Increase Sought 


OVERNOR White announced last 
month that he would support an 
interim legislative study committee’s pro- 
posal for an increase from 6 to 8 cents 


e 
Nebraska 


Strike Bill Killed 


A™= that would have changed the 
state’s 1947 public utility anti- 
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strike law in a manner to permit strikes 
in privately owned public utilities was 
killed last month by the state legislature’s 
labor committee. 
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Nevada 


Governor Signs Bills 
“Pye Russell last month signed 
into state law a bill creating a state 
oil and gas conservation commission. 
The measure is similar to such laws al- 
ready in effect in about twenty oil- and 
gas-producing states. 
At the same time, Governor Russell 
applied for an associate membership in 


the Interstate Oil Compact Commission, 
which seeks to prevent waste of oil and 
gas products. Nevada will be entitled to 
a full membership on the commission 
should a well drilled in the state start to 
produce. 

The governor has also signed into Ne- 
vada law a bill calling for three full-time 
state public service commission members, 


- 
New York 


Ordered to Cancel Rate Boost 


HE state public service commission 

last month ordered Niagara Mo- 
hawk Power Corporation to cancel the 
$2,400,000 electric power rate increase 
the firm proposed for Niagara frontier 
industrial and commercial customers. 

The commission said the proposed rate 
boost was “not justified either from a 
revenue need or from the standpoint of 
power costs.” 

It said although the earning prospects 
of the company’s western division were 
not up to those of the company as a whole 
“any proposal to raise certain rates in 
the western division should be at least 
balanced by reductions elsewhere.” 

Under tariffs filed last June 30th, the 
company had proposed to boost indus- 
trial service rates in the western division 
that would have affected large consumers 


in an area including Buffalo, Lacka- 
wanna, Niagara Falls, and adjacent ter- 
ritory. The general effect of the pro- 
posal would have been to boost rates 
from 75 to 80 cents per kilowatt for all 
use in excess of 2,000 kilowatts monthly. 


Gas Rate Cuts Barred 


‘to state public service commission 
announced early this month that 
there would be no “downward revision” 
in the gas rates of the Consolidated Edi- 
son Company because existing rates “do 
not produce an excessive rate of return 
on the property used in providing serv- 
ice to the public.” 

In a 141-page report by a hearing ex- 
aminer, the commission said some minor 
changes in tariff would be made which 
will result in “some increases” to com- 
mercial heating consumers. 


* 
North Carolina 
Committee Kills Bill 


£ Ngee CAROLINA senate committee 
last month killed a bill which would 
have changed the rate-making base for 


public utilities in the state. Rates would 
have been based largely on the original 
cost of a utility’s property, less deprecia- 
tion, rather than on replacement costs. 


Vermont 


Seeks Broader Authority 
N its biennial report to the state legis- 
lature, the state public service com- 
mission recently requested the enactment 
of legislation to permit it to appoint staff 
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members as hearing examiners to expe- 
dite the disposition of rate cases and 
other matters in its jurisdiction. Present 
law requires hearing before one or more 
of the three commissioners. 
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of Regulation 


Agreements between Rural Electric Co-operative and SPA 
Violate State and Federal Laws 


ie Arkansas Supreme Court upheld 
a decision by a state circuit court re- 
versing the order of the Arkansas com- 
mission in Re Arkansas Electric Co- 
op. Corp. (1951) 91 PUR NS 8. The 
commission had authorized Arkansas 
Electric to construct and operate electric 
generating and transmission facilities 
under agreements with the Southwestern 
Power Administration. 

These agreements provided for the sale 
and exchange of electric energy and for 
construction and lease of transmission 
facilities. The court held that they were 
not within the scope of authority of a cor- 
poration organized under legislation re- 
lating to co-operatives. The court also 
held that the contracts were contrary to 
Federal law. 

The state law permits a co-operative 
to sell electric energy “to its members 
only.” Persons in rural areas not receiv- 
ing central station service are eligible to 
membership. The court said: 


The statute could hardly be more ex- 
plicit in its declaration that a co-opera- 
tive can sell power to its members only 
and that its membership is limited to 
persons in rural areas who agree to use 
electric energy. The legislative design 
is evidently to bring the advantages of 
electricity to farmers and to residents 
of communities having a population of 
not more than 2,500. 


SPA, the court continued, is not in a 
rural area, it is not without central sta- 
tion service, and it does not propose to 
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use this power as a consumer. To the 
contrary, SPA’s Administrator had testi- 
fied that he intended to resell this power 
to cities and towns, to large manufactur- 
ing concerns, and to anyone else buying 
power in wholesale quantities. He also 
expected to serve persons and munici- 
palities already being served by utility 
companies. 

The court rejected arguments that the 
agreements should be upheld either as 
being incidental to the co-operative’s 
effort to serve its component corpora- 
tions or as merely involving the disposal 
of surplus power. What the co-opera- 
tive proposed to do was to sell its entire 
output to SPA for forty years and to sell 
its transmission lines to SPA outright. 
If there were any sale of surplus power, 
it would be in the resale by SPA to 
Arkansas Electric since the bulk of the 
power must evidently be sold in other 
transactions. 

Congress authorized multipurpose 
dams from which SPA derives its power. 
Congress appropriated funds for the con- 
struction of these dams upon assumption 
that the current would be sold as peak- 
ing power rather than as firm power. The 
statute,.in the opinion of the court, con- 
templated the sale of hydroelectric pow- 
er only ; that is, power generated at reser- 
voir projects. SPA might perform its 
obligations under wheeling contracts but 
it might not enter the competitive retail 
market by firming up its hydro power 
with steam power. The court concluded 
that the SPA-Arkansas Electric con- 
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tracts were contrary to Federal law as 
well as state law. Arkansas Electric Co- 


HE Washington commission, in 

authorizing a temporary rate in- 
crease for an electric company, observed 
that a 5.85 per cent return was sufficient 
to maintain the company’s financial in- 
tegrity and enable it to obtain new capi- 
tal in competition with the securities of 
other companies. 

The company waived any right to re- 
quire the consideration of a reproduction 
cost new rate base. The commission 
ruled that, in the light of this waiver, evi- 
dence offered to show the current cost of 
capital was unimportant, Such testimony, 
the commission continued, is an attempt 
to reach the same end result as a repro- 
duction cost rate base by an adjustment 
in the rate of return. 

No working capital allowance was 
made because of the fact that there was a 
greater lag in the payment of company 
obligations than “in dollar days in the 
collection of revenues.” The average bal- 
ance of customer contributions in aid of 
construction was deducted from the rate 
base. 

In choosing the proper accounting 
method to be followed in regard to de- 
fense facilities undergoing accelerated 
amortization, the commission remarked: 


If tax costs were normalized for rate 
making during the 5-year rapid 
amortization period, the subscriber 
would be providing the company with 
a cost which the utility is not, at this 
time, required to meet. This method 
would recognize the normalized tax 
costs as an actual cost of operation at 
the present time, though deferred as to 
payment which would begin at the 
close of the rapid amortization period 
and continue throughout the remaining 
life of the project. To insure the best 
interests of the public involved, it 
would be necessary to continue the 
normalization of tax costs after the 
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op. Corp. v. Arkansas-Missouri Power 
Co. 4-9847, February 23, 1953. 


e 


Testimony As to Current Cost of Capital Rejected and Rapid 
Amortization Analyzed 


rapid amortization had ended and re- 
duce tax expense allowed in establish- 
ing rates from those which would then 
actually exist. This would remove the 
additional tax liability due to the pre- 
vious exhaustion of depreciable basis 
for tax purposes which had not been 
considered in rate making. 


The commission took some pains to 
point out that “the normalization of taxes 
should be continued until such time as 
that amount of money which has been 
collected from the subscribers in advance 
of needs as indicated by actual costs shall 
have been returned through credits to tax 
expense as the deferred tax liability de- 
velops.” Public Service Commission v. 
Washington Water Power Co. Cause No. 
U-8398, January 29, 1953. 

In a subsequent order exclusively con- 
cerned with the accounting aspects of the 
case, the commission directed that dur- 
ing the 60-month period of rapid amorti- 
zation these procedures should be fol- 
lowed: (a) income statements should re- 
flect actual Federal tax on income lia- 
bility applicable to net taxable income 
after the application of the tax benefit 
resulting from the accelerated amortiza- 
tion ; (b) Federal taxes on income should 
be footnoted so as to indicate the amount 
of the tax deferment due to the ac- 
celerated amortization; (c) transfers to 
earned surplus should be divided into 
two parts, one being equivalent to the 
estimated deferment of Federal tax on in- 
come due to the accelerating depreciation 
and credited to “Earned Surplus—Re- 
stricted (Amount of Federal Income 
Taxes Deferred Due to Accelerated 
Amortization of Certain Facilities)” and 
the other part being credited to “Earned 
Surplus.” 

After the 60-month period of rapid 
amortization, the company’s income 
statements and transfers of net income 
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to earned surplus should reflect actual 
Federal tax on income liability with no 
benefit reflected from the fully amortized 
investment. Federal income taxes should 
be broken down to reveal the estimated 
amount of the deferred Federal tax on 
income which is an excess due to the 
earlier complete amortization of the de- 
fense facilities. 

Net income transfers to earned sur- 
plus during this postamortization period 
should be in total to “Earned Surplus” 


7 


and an amount equal to one-twelfth of 
one twenty-fifth of the total balance ac- 
cumulated in “Earned Surplus Restrict- 
ed” during the 60-month period should 
be transferred each month to “Earned 
Surplus” until “Earned Surplus Re- 
stricted” is exhausted. As long as any 
balance remains in the “Earned Surplus 
Restricted” account the company should 
footnote the balance on its financial state- 
ment. Re Washington Water Power Co. 
Cause No. U-8620, February 28, 1953. 


Gas Sales by Regulated Company in the Field 
Exempt from Regulation 


{ - Federal Power Commission, in 
view of the exemption of production 
and gathering by § 1(b) of the Natural 
Gas Act, in Re Phillips Petroleum Co. 
(1951) 90 PUR NS 325, decided that it 
had no jurisdiction over a petroleum 
company producing gas and selling it to 
an interstate pipeline company. The 
commission has now decided that such 
sales are exempt even though the com- 
pany producing and gathering the gas for 
sale to another company is a natural gas 
company subject to regulation under the 
Natural Gas Act. The commission 
thought it unnecessary to determine 
whether such sales were in interstate 
commerce. 

In the case of Panhandle Eastern Pipe 
Line Company, one of the purchasers of 
gas, sales were consummated at the well- 
head. In the case of Colorado Interstate 


Gas Company, another purchaser of gas, 
the sales were consummated at the end 
of the producing company’s gathering 
system. All sales, said the commission, 
were made during the course of produc- 
tion and gathering, or at least were inci- 
dents of, or were activities related to, 
those processes, thus coming within the 
exemption of “production or gathering” 
in § 1(b) of the act. 

The situation, the commission said 
further, was not like that in Re Inter- 
state Nat. Gas Co. (1943) 48 PUR NS 
267. Interstate had been found to be en- 
gaged in transporting the gas after the 
completion of production and gathering 
and prior to any sales, and consequently 
its sales did not fall within the exemp- 
tion. Re Kansas-Colorado Utilities, 
Docket Nos. G-1595, G-1870, Opinion 
No. 245, February 4, 1953. 


e 


Enlarged Natural Gas Lines Not Exempt from Certificate 
Requirement under Replacement Rule 


A= of the Federal Power Commis- 

sion under § 7(c) of the Natural 
Gas Act exempts from certificate require- 
ments facilities which constitute the re- 
placement of existing facilities when this 
does not appreciably change the daily de- 
livery capacity of the existing pipeline 
system, The commission has ruled, how- 
ever, that this does not exempt a substan- 
tial enlargement of a line enabling a com- 
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pany to commence direct service to an in- 
dustrial plant which previously used gas 
only to supply domestic requirements of 
tenants occupying houses owned by the 
industrial company. 

Tenancy in such houses is restricted to 
employees, former employees, and pro- 
spective employees. Gas is metered to 
such tenants and monthly bills rendered 
on the basis of meter readings. Payment 
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is made through deductions from com- 
pany payrolls. 

The natural gas company, according to 
the commission, sought to extend the 
regulation to cover a much broader area 
than was intended to be embraced. Under 
the company’s interpretation, the capaci- 
ty of any natural gas company’s branch 
or terminal market line, irrespective of 
length or size, could be increased by re- 
placement without a certificate so long 
as the capacity increase does not appre- 
ciably change such company’s over-all 
system capacity. 

The commission said the regulation 
was not intended, nor had it been con- 
strued, to achieve this result. Experience 
in the administration of the Natural Gas 
Act had indicated that replacements of 
existing facilities might properly be con- 
sidered exempt from commission scru- 
tiny where they did not appreciably in- 
crease the delivery capacity to markets 
presently served and, therefore, did not 
substantially alter those factors of public 
convenience and necessity upon which 
the commission had already passed. 

The Federal Power Commission 
continued : 


However, the replacement of an ex- 
isting line which results in an appre- 
ciable change in the daily delivery ca- 
pacity of such line might affect the 
ability of the natural gas company to 
render adequate service to customers 
served from the particular line, or im- 
pair the ability of the company to ren- 
der adequate service to customers 
served from other parts of the pipe- 
line system, In such circumstances a 
determination must be made anew as 
to what is required by the public con- 
venience and necessity. 


e 


The company advanced the further 
argument that since the replacement fa- 
cilities were intended to serve direct in- 
dustrial customers, the commission was 
without jurisdiction to require a certifi- 
cate; but the commission said that its 
consistent position has been that while 
it does not have jurisdiction over a direct 
sale of gas as such, it is authorized to 
determine whether facilities used in 
either transporting gas in interstate com- 
merce or the sale of such gas for resale 
might be required by public convenience 
and necessity. Jurisdiction over trans- 
portation in interstate commerce, said 
the commission, includes authority to 
make a determination as to whether the 
utilization of facilities—replacement fa- 
cilities or new facilities—to make a di- 
rect industrial sale may impair the ability 
of a company to continue adequate serv- 
ice to its customers. 

The commission also rejected a con- 
tention that the company was not re- 
quired to file an executed service agree- 
ment under its effective rate schedules 
for sales made to the industrial company 
for resales to employee-tenants. The 
company emphasized the industrial com- 
pany’s nonpublic utility status and sought 
to attribute a nonpublic status to the con- 
sumers. The commission did not believe 
it necessary to make overly fine distinc- 
tions to conclude that the consumers 
were public consumers and that their use 
of gas constituted public consumption. It 
also believed that the regulation or non- 
regulation of the industrial company, as 
a public utility, in no way served to alter 
the public nature of its resales of gas. 
Re Ohio Fuel Gas Co. Docket Nos. G- 
2011, G-2031, Opinion No. 243, Decem- 
ber, 24, 1952. 


System-wide Cost Study Made in Fixing Natural Gas Rates 


HE New Mexico commission au- 
thorized a natural gas company to 
increase rates to yield a return of 6.64 
per cent. Such a return was not con- 
sidered excessive. It was deemed neces- 
sary to maintain the company in a sound 


financial condition to enable it to attract 
additional capital on reasonable terms. 
The need for increased rates resulted 
from increases in wholesale rates im- 
posed upon the company by a natural gas 
pipeline company under a new schedule 
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filed with the Federal Power Commis- 
sion. 

The company furnishes service in 
Texas as well as in New Mexico. It ad- 
vised the commission that rate increases 
had been authorized in Texas. The com- 
mission’s authority to fix natural gas 
rates is limited to the state of New Mex- 
ico. The commission held, however, that 
this did not mean that it must blind it- 
self to the operations of the company as 
a whole in appraising revenue needs. It 
said : 

. .. not to rely upon a system-wide 
cost study with all of its necessary as- 
sumptions and inherent uncertainties 
as to accuracies, in the opinion of the 
commission, would be a backward step 
in the regulatory process and would 
result in needless delay and expense 


without providing any assurance that 
the over-all results obtained would be 
equitable to the company or consumers 
as a whole. The commission believes 
that this type of co-operative proce- 
dure is conducive to effective regula- 
tion, and consequently of greater bene- 
fit to the public. There is no doubt that 
the operation of the company’s facili- 
ties on an integrated basis in serving 
the areas developed in Texas and New 
Mexico, is more economical than fur- 
nishing this service to each area by 
separate, independent operating or- 
ganizations. In the opinion of the com- 
mission, it follows that effective and 
equitable regulation requires consid- 
eration of system operation. 


Re Lea County Gas Co. Case No. 388, 
February 25, 1953. 


Maintenance of Credit Basis for Rate Increase 


HE Massachusetts Department of 

Public Utilities authorized a gas and 
electric company to increase rates to yield 
a return of 6.19 per cent. Such a return, 
it concluded, would be adequate to pre- 
serve the company’s financial integrity 
and keep it in a healthy operating con- 
dition. 

The company’s proposals contem- 
plated decreases in gas rates and in- 
creases in electric rates. It was pointed 
out that each department of a combined 
company should carry its own weight. 
One class of consumers should not be 
made to bear more than its share of the 
burden of the company as a whole. 

The company pays an average inter- 
est rate of 3.084 per cent on long-term 
debt capital. Its debt ratio is about 27.3 
per cent. The department found that the 
company must pay dividends adequate 
to yield about 5.52 per cent on the par 


value of its securities, plus paid-in pre- 
miums, in order to market its securities 
and to maintain its credit. It also found 
that the company should not pay out 
more than 75 per cent of its net earnings 
as dividends. Accordingly, the company 
would have to earn 7.36 per cent on its 
equity securities in order to pay out the 
dividends found necessary. 

The department observed that it has 
looked askance at a debt ratio such as 
this company’s. On a 50 per cent debt 
ratio the return would be about 5.22 per 
cent. The department believed that fu- 
ture securities would be issued in the 
form of debt, and the company’s officers 
so testified. On the basis of the existing 
capital structure the requisite composite 
return on the company’s invested funds 
would be 6.19 per cent. Re Lynn Gas & 
E. Co. DPU 10056, 10057, February 
24, 1953. 


e 


Interstate Commerce Commission Has Primary Jurisdiction 
Over Service Dispute between Carriers 


FEDERAL district court denied a 
44 water carrier a preliminary in- 
junction to restrain an alleged conspir- 
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acy by certain railroads to deny the wa- 
ter carrier the interchange and use of 
freight cars. The court granted the rail- 
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roads’ motion to dismiss the complaint. 

The problem facing the court was 
whether or not the Interstate Commerce 
Commission should have primary juris- 
diction. The court would have jurisdic- 
tion only if the commission lacked pow- 
er to grant relief. 

Such a situation, for example, would 
arise from a conspiracy to manipulate 
rates. In this instance, the alleged 
illegal acts were those arising from an 
agreement by the railroads denying the 


FEDERAL district court held that the 
rule that the structure of a rate 
schedule clause calls in particular meas- 
ure for the use of that enlightened judg- 
ment which the Interstate Commerce 
Commission by training and experience 


water carrier the use and interchange of 
railroad freight cars. Any rule or agree- 
ment as to the interchange or use of 
freight cars would be subject to the reg- 
ulation and supervision of the Interstate 
Commerce Commission. Therefore, it 
was held, injunctive relief could not be 
granted as the Interstate Commerce 
Commission had primary jurisdiction 
over the controversy. Seatrain Lines, 
Inc, v. Pennsylvania R. Co. et al. 108 F 
Supp 113. 


7 
Other Important Rulings 


is qualified to form, and that it is not the 
province of a court to absorb this func- 
tion to itself, is equally applicable to 
all orders of the commission. Herrin 
Transp. Co., Inc. et al. v. United States, 
108 F Supp 89. 





Titles and Index 


Preprints in This Issue of Cases to Appear in 
PUBLIC UTILITIES REPORTS 


> 


TITLEs 


Carolina Power & Light Co., Ex Parte 
Chesapeake & P. Teleph. Co., Re 

Erie R. Co., Pequannock v. 

Kentucky Teleph. Corp., Re 

Macon Gas Co., Re 

Mountain States Teleph. & Teleg. Co., Re 
Steelville Teleph. Co., Re 


Accounting—accelerated amortization of 
emergency defense facilities, 111. 

Crossings—Commission jurisdiction, 128; 
private status of railroad crossing, 128. 

Depreciation—new construction of tele- 
phone company, 10 

Expenses—license contract payments, 114; 
payments to affiliates, 114. 

Public utilities—co-operative telephone 
association, 109. 

Rates—telephone pay station charges, 114; 
temporary telephone rates, 97. 

Return—cost of capital, 97; debt ratio as 


Public Utilities Reports (New Series) are 


factor, 114; dividend and interest re- 
quirements, 114; savings effected by 
capital structure, 97; tax savings by 
parent company, 97; telephone company, 
97, 105, 114. 

Revenues—interest during construction, 
105 


Valuation—charges to expense, 123; con- 
struction work in progress, 114; net 
investment rate base, 105, 114; original 
cost determination, 123; salary and ex- 
penses paid by affiliate, 123; tax ac- 
cruals affecting working capital, 105. 


ublished in five bound volumes a year, with the 


PUR Annual (Index). These Reports contain the cases preprinted in the issues of Pustic UTiLitixs 


FortéiGHTLy, as well as additional cases and 


di 


sts of cases. The volumes are $7.50 each; the 


Annual (Index) $6.00. Public Utilities Reports also will 3 on in full or abstract 


form cases referred to in the foregoing pages of “Progress of 


egulation.” 





APR. 23, 1953 


594 





I 


MARYLAND PUBLIC SERVICE COMMISSION 


Re Chesapeake & Potomac Telephone 
Company of Baltimore City 


Case No. 5257, Order No. 49685 
January 23, 1953 


PPLICATION by telephone company for authority to increase 
A rates; temporary rate increase authorized. For earlier 
Commission decision in same proceeding, see (1952) 93 PUR 

NS 215. 


Return, § 26 — Cost of capital — Savings effected by capital structure. 
1. The Commission, in determining a return allowance for a telephone 
company, gave consideration to savings which would have been effected by 
the company under an appropriate equity and debt capital structure, p. 100. 


Return, § 41 — Intercorporate relations — Tax savings of parent. 
2. Savings effected by a parent telephone company in filing a consolidated 
income tax return do not affect the earnings of an intrastate operating com- 
pany because of the difficulty of requiring the parent company to pay to the 
local company any portion of its tax savings, p. 100. 


Return, § 111 — Telephones. 
3. Temporary rates were authorized to afford a telephone company a return 
of 5.803 per cent on its rate base, p. 101. 


Rates, § 630 — Temporary telephone rates. 
4. Temporary telephone rates were approved where rates previously au- 
thorized were not affording the company a fair return and where a hearing 
on new permanent rates would require more than the 90-day period es- 
tablished as a condition precedent to the authorization of temporary rates, 
p. 101. 


Return, § 111 — Telephones — Comparison with other states. 
Discussion, in dissenting opinion, of rates of return allowed by various 
Commissions throughout the United States for telephone companies, p. 
102. 


Return, § 41 — Intercorporate relations — Tax savings of parent. 

Statement, in dissenting opinion, that if a parent telephone company re- 
fused to give a subsidiary any part of the benefits which it received by virtue 
of filing a consolidated income tax return with the subsidiary, it would be 
entirely proper for the Commission to fix such a rate of return to the sub- 
sidiary within its jurisdiction as would withhold from the parent the full 
benefit of a return on its stock to which it would otherwise be entitled, 
p. 103. 

[7] 97 97 PUR NS 
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Return, § 26 — Cost of capital. 


Statement, in dissenting opinion, that if an operating telephone company 
were to issue bonds and borrow money from the public, instead of borrow- 
ing from its nation-wide subsidiary, the intrastate customers of the com- 
pany would benefit greatly with a lower cost of capital because of the fact 
that a 100 per cent interest deduction on capital cost would be allowed, 


p. 103. 


(Davis, Commissioner, dissents.) 


APPEARANCES: Joseph Allen, Peo- 
ple’s Counsel, and Jacob D. Horn- 
stein, Assistant to People’s Counsel; 
Thomas N. Biddison, City Solicitor, 
Edwin Harlan, Deputy City Solicitor, 
and H. Donald Schwaab and Hugo A. 
Ricciuti, Assistant City Solicitors, for 
the mayor and city council of Balti- 
more; William G. Gassaway and 
Blake T. Newton, for The Chesapeake 
and Potomac Telephone Company of 
saltimore City. 


sy the Commission: The Chesa- 


peake and Potomac Telephone Com- 
pany of Baltimore City instituted pro- 
ceedings before this Commission, in 
Case No. 5176, to secure increased 


rates, and, on March 11, 1952, 93 
PUR NS 215, the Commission set 
the fair value for rate-making pur- 
poses of the company’s property used 
in the rendition of Maryland intra- 
state telephone service on September 
30, 1951, as $118,279,156 and, in or- 
der to provide a return thereon of 
from 5.75 per cent to 6 per cent found 
reasonable and fair, the company was 
authorized to increase the 5-cent pay- 
station charge to 10 cents. This in- 
crease was estimated to produce addi- 
tional gross revenues in the amount 
of $943,000 annually and, giving 
effect to the 52 per cent Federal in- 
come tax rate, additional net of $452,- 
640. The utility had sought addition- 
al net income of $2,310,000, to pro- 
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vide which an increase of rates of 
about $5,000,000 would have been 
needed. 


The company on March 3lst filed 
its bill of complaint in the circuit 
court No. 2 of Baltimore City alleging 
that the value of its property as de- 
termined by the Commission was 
much less than the actual fair value 
and that the failure to make any allow- 
ance for cash working capital in com- 
puting the rate base was unreasonable 
and unlawful. The court was asked 
to remand the case to the Commission 
with direction to it to redetermine the 
rate base according to rules, guides, 
and standards of law as determined 
by the court. People’s counsel and the 
mayor and city council of Baltimore 
filed a cross-bill in the same court ask- 
ing that the increase in the coin-box 
charge and the valuation found by the 
Commission be set aside, and that the 
Commission be permanently enjoined 
from finding the fair value of the com- 
pany’s property in excess of net orig- 
inal cost. In the court’s opinion of 
September 15, 1952, 95 PUR NS 
129, Chief Judge Smith held that the 
rate base determination was not sup- 
ported by substantial evidence and 
that the rate of return was set without 
giving weight to certain tax consid- 
erations. While by the decree the 
Commission’s order was set aside and 
the case remanded for further consid- 
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eration, the court granted a stay of its 
order pending appeal, conditioned up- 
on the company filing a bond in the 
amount of $1,000,000. The court of 
appeals in an opinion filed on Decem- 
ber 5, 1952, — Md —, 97 PUR NS 
50, 93 A2d 249, reversed the trial 
court and dismissed the bill and cross- 
bill. The effect of the court of ap- 
peals’ decision was to uphold the Com- 
mission on all disputed points. 

While the litigation in the circuit 
court No. 2 of Baltimore City relative 
to Case No. 5176, supra, was in prog- 
ress and on August 20, 1952, the ap- 
plication herein was filed by The Ches- 
apeake and Potomac Telephone Com- 
pany of Baltimore City and by it the 
company asks that the Commission 
allow increased rates to produce ap- 
proximately $830,000 additional an- 
nual net income in order to restore 
the earnings to the level authorized by 
the Commission’s decision of March 
11, 1952, in Case No. 5176, supra. 
To obtain this additional net an in- 
crease of about $1,800,000 in gross 
revenues will be required. 


The company now seeks the estab- 
lishment of a temporary schedule of 
rates under the provisions of § 372 of 
Art 23 of the Annotated Code of Pub- 
lic General Laws of Maryland (§ 31 
of Art 78 of the 1951 Code) which 


authorize the Commission, as an 
emergency measure, to fix a tempo- 
rary schedule of rates when it finds 
that : 

(1) The corporation’s operating 
income is less than the amount re- 
quired for a reasonable return upon 
the value of its property used and use- 
ful in rendering service to the public; 
and 

(2) A hearing to determine all the 


issues involved in the final determina- 
tion of the rates will require more than 
ninety days. 

Such temporary rates are limited to 
an initial period of not more than 
nine months, and a further period of 
not more than three months, and the 
law requires that bond be given by the 
utility to insure prompt refund of all 
amounts collected in excess of such 
rates and charges as may finally be set 
by the Commission. The same sec- 
tion also provides for the establish- 
ment of temporary reduced rates un- 
der certain conditions. 

Hearing was opened on September 
15th at which three company wit- 
nesses testified in support of the ap- 
plication and presented exhibits in 
connection with their oral testimony. 
Hearing was resumed on December 
17th after the decision of the court of 
appeals when the company’s general 
accounting supervisor, who had testi- 
fied at the earlier hearing, introduced 
revised exhibits bringing up to Octo- 
ber 3lst the balance sheet, income 
statements, and other figures which, in 
the exhibits originally offered, were 
as of July 31st. 

As less than a year ago the Com- 
mission passed upon the rates of the 
company and as the court of appeals, 
just a little over a month ago, sus- 
tained the action of the Commission 
in every respect, the areas of differ- 
ence or dispute in the present proceed- 
ing are very narrow. This is recog- 
nized by both the applicant and those 
appearing in behalf of the users of the 
service. Actually, were it not for the 
fact that at the conclusion of the hear- 
ing people’s counsel stated that he 
desired to look further into the ques- 
tion of the treatment of Federal in- 
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come taxes by the parent and subsidi- 
ary companies of the Bell System and 
requested additional time for this pur- 
pose, the record developed at the hear- 
ing upon the application for tem- 
porary rates in all probability would 
have been taken as the record with 
respect to the permanent rates as well. 

Starting with the Commission’s 
valuation of $118,279,156 and adding 
net additions, with the necessary ad- 
justment for changes in materials and 
supplies, the value of the company’s 
property used in rendering Maryland 
intrastate telephone service is shown 
by company Exhibit No. 6A to be 
$132,892,089 as of October 31, 1952, 
and the intrastate net operating in- 
come for the test year $6,989,382, 
which equates to a return of 5.26 per 
cent upon such valuation. The pro- 
posed rates, the company estimates, 
would, for that same year, have in- 
creased the return to 5.91 per cent. 
This return, it is to be noted, is slight- 
ly less than the rate of return of 5.96 
per cent which, it had been computed, 
would be earned by the utility under 
the rates previously fixed and which 
return the court of appeals’ opinion 
characterized as “‘one of the lowest in 
the nation.” The company’s figures 
for the year were obtained by taking 
the first ten months of 1952, equated 
to an annual basis, with adjustments 
to reflect current operating conditions. 
Included in these adjustments is the 
reduction in depreciation accruals of 
about $170,000 a year which, though 
not formally prescribed until July 30, 
1952, was made retroactive to Janu- 
ary 1, 1952. 

[1,2] In the determination of the 
rate of return in Case No. 5176, 93 
PUR NS 215, and in this case, the 


Commission has given consideration 
to savings which would have been ef- 
fected by the company if the company 
had appropriate equity and debt cap- 
ital. It does not appear to this Com. 
mission how the tax saving effected 
by the American Telephone and Tele. 
graph Company (the parent com- 
pany) in filing a consolidated return 
would result in any saving to The 
Chesapeake and Potomac Telephone 
Company of Baltimore City. It is not 
apparent to the Commission how it 
can require the parent company to pay 
to the local company any portion of 
the taxes it thus saves. 

The failure of the company to earn 
the return found reasonable by the 
Commission in Case No. 5176, supra, 
is principally due to higher wage rates 
which became effective after the Com- 
mission’s decision in that case, though 
the continuing increase in the invest- 
ment required to serve additional sub- 
scribers has played some part in the 
situation. After the Commission’s 
decision was rendered, the company 
has concluded contract negotiations 
with the three unions representing 
nearly 9,000 of its employees, the 
over-all effect of which was to increase 
the wages by about $2,400,000 on 
total company operations. 

To provide the additional revenue 
to offset the increased costs of opera- 
tion since the entry of the Commis- 
sion’s order and to bring the earnings 
within the range set by the Commis- 
sion, the company proposes increases 
of 25 cents a month for some sub- 
scribers and 50 cents for others. In 
addition, such exchanges as have out- 
grown their classifications as hereto- 
fore set and authorized by the Com- 
mission will be reclassified, and in four 
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cases, where the flat rate calling areas 
are to be extended in order to meet 
the needs and wishes of the subscrib- 
ers, the increased number of tele- 
phones within the larger calling areas 
requires the reclassification of some 
of the exchanges. 

[3] The company estimates that if 
all the changes it proposes are made 
effective, its net income will be in- 
creased about $863,000 for the year. 
People’s counsel counters with the 
proposal that, where the company 
suggests increases of 25 cents and 50 
cents, increases of 20 cents and 35 
cents, respectively, together with the 
proposed reclassifications, would bring 
a net increase of $661,000 and allow 
a return of 5.803 per cent if the twelve 
months ended October 31, 1952, were 
used as the test period, instead of the 
period used by the company, i. e., the 
ten months ended October 31, 1952, 
annualized. 

[4] That the company is not earn- 
ing the return found reasonable and 
fair by the Commission is conceded. 
Nor is it questioned that the hearing 
will require more than the ninety days 
set by law. Thus both the statutory 
requirements for temporary relief have 
been met. 

The income under the rates submit- 
ted herein by the company is expected 
to bring the return within the limits 
heretofore set by the Commission as 
reasonable, and the increase appears 
to be properly allocated between the 
various classes of subscribers in the 
schedules of charges set forth in com- 
pany Exhibit A. 

It is the conclusion of the Commis- 
sion that the rates proposed by the ap- 
plicant should be permitted to be made 
effective as a temporary measure, con- 
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ditioned upon the company giving a 
satisfactory bond in sufficient amount 
to insure the protection of the interests 
of the users of the service. 

An appropriate order to give effect 
to these conclusions will be entered. 


Davis, Commissioner, dissenting : 

1. The Public Service Commission 
of Maryland, in Case No. 5257 
(printed herewith), is asked to estab- 
lish temporary rates which will pro- 
duce an income which is fair and 
equitable. According to the decision 
of this Commission, approved by the 
court of appeals’ opinion of December 
5th, — Md —, 97 PUR NS 50, 93 A2d 
249, this was between 5} and 6 per 
cent. According to the provisions of 


§ 372 of Art 23 of the Annotated Code 
of Public General Laws of Maryland 
(§ 31 of Art 78 of the 1951 Code), the 
Commission is authorized, as an emer- 
gency measure, to fix rates if the oper- 


ating income is Jess than the amount 
required for a reasonable return upon 
the value of its property used and use- 
ful in rendering service to the public. 
It is, therefore, the opinion of this 
Commissioner that a figure for such 
temporary rates should be as nearly as 
possible to the minimum and _ not 
the maximum, even though this hap- 
pens to be only 4 of one per cent. The 
return is not “less” until it falls below 
5 per cent. To the consumers of 
Maryland who pay this bill it amounts 
to over $300,000. This will not af- 
fect the rapidly growing areas where 
new construction is prevalent, Balti- 
more City, Baltimore county, Silver 
Spring, or Salisbury, but it will greatly 
affect other areas throughout the state, 
such as Cumberland, where the reces- 
sion has already made serious inroads 
in the people’s economy. It is quite 
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evident that there will be, by even the 
small increase, a sharp curtailing and 
eliminating of telephone service in 
these retarded areas. It would, there- 
fore, appear that the telephone com- 
pany, instead of gaining customers, 
would lose many and might even have 
a net loss of the number of telephones 
in use in Maryland at the end of next 
year. 

2. The majority stresses the fact 
that the opinion of the court of ap- 
peals in December, supra,97 PUR NS 
at p. 62, in which it states that the 
rate of return allowed is “one of the 
lowest rates in the nation,” is one of 
gratification to this Commission and 
to the Chesapeake and Potomac Com- 
pany users. 

However, this statement is based on 
a chart included in the company’s 
brief, which was never in evidence 
before the Commission nor before the 
circuit court, nor did the chart indi- 
cate whether the rates of return were 
based on original net cost or on a 
value in which reproduction cost was 
given effect. If the higher rates of 
return, which appear in this chart, 
were based on net original cost, it is 
quite possible that they would actual- 
ly be lower than that granted to the 
C. & P. on a rate base which included 
about $3,000,000 above net original 
cost. 


Among the states where the rate of 
return is greater than that allowed by 
this Commission are the following : 

Virginia 6 per cent, Florida 6 per 


cent, Massachusetts 6.23 per cent, 
Missouri 6.45 per cent, Nevada 6.47 
per cent, Michigan 6.5 per cent, Ala- 
bama 6.6 per cent, and three states 
lower—North Dakota 5.5 per cent, 


Oklahoma 5.6 per cent, Wisconsin 5.7 
97 PUR NS 


per cent. However, all of the above 
jurisdictions base the rate of return 
on net original cost. 

3. The evidence in this case showed 
that by filing a consolidated return, the 
A. T. & T. effected savings in its Fed- 
eral income taxes for the years 1950 
and 1951 of approximately $12,000,- 
000. The amount of Federal taxes 
accrued on the books of the C. & P. 
Company, however, are practically the 
same as those which the company 
would have paid had it filed separate 
returns. The difference was only $12 
according to the testimony of the com- 
pany’s witness. The C. & P. Com- 
pany receives no benefit whatsoever 
from the savings which the consoli- 
dated return produces. 

In Case No. 5176, 93 PUR NS 
215, people’s counsel and the city of 
Baltimore offered evidence of tax sav- 
ings, which would result from a hypo- 
thetical capital structure, which con- 
tained 55 per cent equity and 45 per 
cent debt. It is true that this Com- 
mission gave some effect to this hypo- 
thetical tax saving in fixing the rate 
of return. It is likewise true, how- 
ever, that the effect given was not the 
full amount of such alleged tax saving 
because of the hypothetical nature of 
the amount of such savings. 


In this case, however, the tax sav- 
ings are definite and actual. They re- 
sult from the fact that, whereas the 
A. T. & T. receives all of the net reve- 
nues of the C. & P., by way of divi- 
dends, it pays no tax on the dividends. 
The only tax that is paid is the one 
accruing on the net revenues of the 
C. & P. Company plus an additional 
2 per cent for the consolidated return. 
Some part of the tax saving resulting 
to the A. T. & T., because of this elim- 
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ination of tax, is justly due to the 
C. & P. Company and in turn to its 
customers. I agree with the majority, 
that this Commission cannot compel 
the A. T. & T. to pay C. & P. part 
of these tax savings. However, in 
considering what relief should be 
granted to the C. & P. Company, we 
are, in fact, seeking to establish a fair 
return to its sole stockholder, the 
A. T. & T. If the parent company 
refuses to give its subsidiary any part 
of the benefits which it receives by 
virtue of a consolidated return, it 
would be entirely proper for this Com- 
mission to fix such a rate of return to 
the subsidiary as would withhold 
from the parent the full benefit of a 
return on its stock to which it would 
otherwise be entitled. This, we are 
not doing. The least, therefore, that 


we can and should do is keep the rate 
of return as close to the lowest figure 


which we have heretofore found rea- 
sonable, viz.—5.75 per cent. 

4. The American Telephone and 
Telegraph is constantly diluting the 
equity of its shares by issuing convert- 
ible bonds into common stock to such 
an extent that there are now outstand- 
ing 38,987,054, $100 par value, com- 
mon shares. This is a tremendous in- 
crease—over 50 per cent—from the 
25,261,183 outstanding at the end of 
1949, and yet the company expects to 
maintain the $9 dividend on a perma- 
nent basis. This can only be done by 
constant needling of subsidiary corpo- 
rations such as the Chesapeake and 
Potomac and their affiliates who, in 
turn, are to seek from the regulatory 
bodies increases commensurate with 
wage increases and capital outlay. It 
is still my opinion that if the Chesa- 
peake and Potomac Telephone Com- 
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pany were to issue bonds and borrow 
money from the public, thus obtaining 
capital which allows interest deduction 
of 100 per cent, the customers in 
Maryland would benefit greatly with 
a lower cost of capital—“Economy of 
capital is as essential as economy of 
operations.” 

5. There must be a discretionary 
limit of time by which the Commis- 
sion, although required by law to 
make a just and fair return on this 
capital structure, takes into account 
the efficiency of operation of new ma- 
terial which requires more time to 
realize its effectiveness. If this new 
material is 20 to 30 per cent more 
expensive yet is 40 to 50 per cent 
more economical, the customer should 
be given the benefit of this efficiency 
with at least a delay in rate change 
by the Commission to prove its effec- 
tiveness. 

It is my opinion that this new, 
modern equipment, which has greatly 
increased the efficiency of operation of 
the company, will produce a much 
larger amount of revenue than the 
majority claims and will, in fact, if 
their opinion holds, produce more 
than the 6 per cent which we have set 
as a maximum. I wish to stress again 
that this is not a permanent case and 
that we are fully complying with the 
law if we allow an amount which will 
produce at least 53 per cent which we 
all consider fair and equitable. If, 
after nine months, the Commission 
finds that there has not been this grad- 
ual increase in earnings which has 
prevailed during 1952, we could make 
proper adjustments in permanent 
rates. However, since the 10-cent 
coin box has been allowed by this 
Commission last March, producing 
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about a million dollars annually, and 
despite a wage increase of $2,400,000, 
the company has shown a general in- 
crease in earnings over 1951. There 
have been 51,000 additional tele- 
phones installed and more awaiting 
installation, which will further in- 
crease the earnings for the company. 
The modern equipment of dial tele- 
phones, which are now in use by about 
75 per cent of the customers in Mary- 
land, is working toward a relatively 
lower operating cost each month, 
eliminating much of the labor prob- 
lem. This should be a saving to the 
customer who should not be compelled 
to pay additional premiums for its use 
with a larger rate increase than is 
absolutely necessary. 


ORDER 


In accordance with the opinion of 
the Commission filed herein on the 
date hereof, which opinion is hereby 
referred to and made a part hereof, 


It is, this 23rd day of January, in 


the year Nineteen Hundred and 
Fifty-three, by the Public Service 
Commission of Maryland, 


Ordered: (1) That The Chesa- 
peake and Potomac Telephone Com- 
pany of Baltimore City be, and it 
hereby is, authorized, empowered, 
and permitted to put into effect a 
schedule of temporary rates for the 
rendition of telephone service within 
the state of Maryland as set forth and 
described in “company Exhibit A” 
filed with the application in this pro- 
ceeding, to be effective on successive 
billing dates beginning not earlier 
than February 1, 1953, such sched- 
ules of temporary rates to remain in 
effect until the permanent rates of the 
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said company are prescribed or ap- 
proved by this Commission in the 
pending proceedings but which tem- 
porary rates shall, in no event, remain 
in effect for a period longer than nine 
months, unless such period shall here- 
after be extended by order of the Com- 
mission for a further period not to 
exceed three months. 

(2) That the collection of the tem- 
porary rates herein approved is con- 
ditioned upon The Chesapeake and 
Potomac Telephone Company of Bal- 
timore City entering into bond in the 
principal amount of $1,350,000 with 
such security as the Commission shall 
approve, payable to the state of Mary- 
land and conditioned to insure prompt 
refund by the said company to those 
entitled thereto, of all amounts which 
the said company shall collect or re- 
ceive in excess of such rates and 
charges as may be finally fixed and 
determined by the further order of this 
Commission entered herein. 

(3) That The Chesapeake and Po- 
tomac Telephone Company of Balti- 
more City shall file with this Com- 
mission as promptly as possible tariffs 
setting forth therein the schedule of 
temporary rates referred to and de- 
scribed in the aforementioned “com- 
pany Exhibit A.” 

(4) That except as modified or 
changed as provided in said “company 
Exhibit A,” the rates and charges for 
telephone service furnished in the state 
of Maryland by The Chesapeake and 
Potomac Telephone Company of Bal- 
timore City in effect on the date here- 
of be, and they are hereby, declared 
to be the just and reasonable rates 
and charges for the said company dur- 
ing the period this order remains in 
effect. 
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(5) That The Chesapeake and Po- 
tomac Telephone Company of Balti- 
more City shall furnish this Commis- 
sion accurate and complete statements 
under oath, and in convenient form, 
setting forth the revenues, operating 
expenses, and other expenditures of 
the company during each month; such 
reports to be furnished as soon as may 
be reasonably practicable and conven- 
ient after the end of each calendar 
month during the period this order 
remains effective. 

(6) That for the purpose of the 
matter of the determination of the 
permanent rates to be charged by The 


Chesapeake and Potomac Telephone 
Company of Baltimore City for tele- 
phone service furnished within the 
state of Maryland this proceeding be, 
and it hereby is, set for further hear- 
ing at the office of the Commission, 
Baltimore, Maryland, on a date to be 
hereafter fixed by the Commission. 

(7) That a copy of this order be 
served upon the said The Chesapeake 
and Potomac Telephone Company of 
Baltimore City, and that the said com- 
pany within five days of the date of 
service of such copy shall notify the 
Commission in writing whether or not 
it will accept and abide by the same. 





KENTUCKY PUBLIC SERVICE COMMISSION 


Re Kentucky Telephone Corporation 


(Now General Telephone Company 
of Kentucky) 


Case No. 2435 
December 11, 1952 


PPLICATION by telephone company for an adjustment of rates; 


granted. 


Valuation, § 36 — Net investment rate base. 


1. The average net investment rate base of a telephone company was con- 
sidered the best test of the reasonableness of the company’s rates, p. 107. 


Valuation, § 299.1 — Working capital — Taxes. 


2. No allowance for working capital was made to a telephone company 
which received revenues for exchange service at least partially in advance 
and had tax accruals for Federal and state taxes in excess of its cash re- 
quirements, p. 107. 


Revenues, § 10 — Interest during construction. 


3. An amount representing interest during construction was directed to 
be added to the revenues of a telephone company, inasmuch as construction 
work in progress had been included in the company’s rate base, since, if this 
were not done, the company would receive a duplicate return, p. 107. 
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Depreciation, § 16. — Basis — New construction — Telephone company. 


4. No increase in a telephone company’s depreciation account was allowed 
for construction work in progress, which would soon be completed and 
become a part of the company’s plant in service, where the company made 
no estimate as to the plant that would be replaced or the additional revenues 
which would be realized because of the new plant, p. 108. 


Return, § 111 — Telephones. 


5. Telephone rates were increased so as to provide additional gross revenues 
in such an amount as to enable the company to pay operating expenses, in- 
terest on borrowed money, and obligations to stockholders and to attract 
capital necessary to provide adequate service and to extend needed service, 


p. 108. 


APPEARANCES: For the applicant: 
John Robert Jones, Attorney at Law, 
Power, Griffith and Jones, Columbus, 
Ohio, and Louis Cox, Attorney at 
Law, Hazelrigg & Cox, Frankfort. 

For the Protestants: Arthur T. 
3ryson, Assistant Corporation Coun- 
sel, city of Ashland, Ashland; Thom- 
as E. Phipps, City Attorney, Catletts- 
burg; Chesley A. Lycan, City At- 
torney, Russell; James M. Honaker, 
Special Counsel, for city of Lexington, 
the county of Fayette, and the city 
of Owingsville; Foster Ockerman, 
Corporation Counsel, city of Lexing- 
ton, Lexington; Scott Reed, County 
Attorney, Fayette county, Lexington; 
Otis C. Thomas, city of Liberty; D. 
L. Thornton, representing city of 
Midway and Woodford county, Ken- 
tucky. 

For the Commission: J. Gardner 
Ashcraft, Assistant Attorney General. 


By the Commission: On June 25, 
1952, Kentucky Telephone Corpora- 
tion (now General Telephone Com- 
pany of Kentucky) filed with this 
Commission a notice whereby it pro- 
posed to adjust its rates for local serv- 
ice within the state of Kentucky, ef- 
fective on and after July 21, 1952. 
The Commission on the 15th day of 
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July, 1952, suspended the proposed 
rates of applicant for a period of five 
months. Hearings were held on the 
application and protests starting on the 
Sth day of August, 1952, and con- 
cluded on the 18th day of October, 
1952. 
General Statement 


Kentucky Telephone Corporation 
(now General Telephone Company of 
Kentucky ), a Delaware corporation, is 
a subsidiary of the General Telephone 
Corporation and furnishes telephone 
service to the following exchanges in 
the commonwealth of Kentucky: 
Ashland, Berea, Bryantsville, Catletts- 
burg, Flemingsburg, Grayson, Green- 
up, Hazard, Lancaster, Lexington, 
Liberty, Midway, Morehead, Nicholas- 
ville, Olive Hill, Owingsville, Paint 
Lick, Poplar Plains, Russell, Sharps- 
burg, Vanceburg, Versailles, and Wil- 
more. 

The General Telephone Corporation 
(applicant’s parent company) is a 
holding company owning practically 
all of the common stock of its subsid- 
iaries which includes a directory pub- 
lishing company, a service and ad- 
visory company, a telephone manufac- 
turing company, a telephone equipment 
and sales distributing company, and 
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several operating telephone companies 
serving in excess of one million sub- 
scribers in some eighteen states. 

In addition to owning the equity 
securities of these companies, General 
also provides certain debt moneys to 
its subsidiaries. 


Rate Base 


[1] The applicant introduced in 
evidence the net book cost of its prop- 
erties at June 30, 1952, consisting of 
the following : 


$11,874,699 
717,654 
864,069 


$13,456,422 
1,855,512 


Telephone Plant in Service ..... 

Telephone Plant under Construc- 
tion — 

Telephone Plant ‘Acquisition Ad- 
justment 


Total Telephone Plant .... 
Less—Depreciation Reserve 


Net Telephone 
Service 
Material and Supplies ........... 

Working Cash aba 


Plant 

$11,600,910 
368,265 
205,861 


$12,175,036 


The company also introduced evi- 
dence as to its capitalization at June 
30, 1952, consisting of the following: 


Notes Payable to Banks . 

Notes Payable to Parent aay 
First Mortgage Bonds .... 
Preferred Stock 

Common Stock 

Capital Surplus ...... 

Earned Surplus 


Total 


$200,000 
2,245,750 
5,3 


313,439 
. $12,559,912 


The Commission has also given due 
consideration to this rate base. 

in order to test the reasonableness 
of the rates sought by applicant, the 
Commission is of the opinion that the 
average net investment rate base pro- 
vides the most reasonable test and has 
taken from the record an average of 
monthly averages of the following 
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items for the twelve months ending 


June 30, 1952: 


$11,543,072 
880,111 


Telephone Plant in Service 

Telephone Plant weemune Ad- 
justment .. 

Construction W ork in Progress 

Prepayments ; 

Materials and Supplies ..... oe 

Less—Reserve for Depreciation “2 


1,705,361 


Net Average Investment $11,649,151 

[2] Inasmuch as the applicant’s 
revenues for exchange service are re- 
ceived at least partially in advance and 
applicant has tax accruals for Federal 
and state taxes in excess of the cash 
working capital requirements of the 
company, the Commission has made no 
allowances for working cash in this 
case. 


Operating Revenues and Expenses 


[3] For the twelve months ended 
June 30, 1952, the company had total 
operating revenues in the amount of 
$4,020,132. To this amount the Com- 
mission is of the opinion that an 
amount of $16,848 should be added 
representing interest during construc- 
tion. Inasmuch as construction work 
in progress has been included in the 
rate base, it is necessary to add the 
interest during construction to prevent 
a duplicate return. 


From these revenues it is necessary 
to deduct an amount of $18,200 which 
represents toll revenues which the 
company collected during part of the 
test period but will not collect in the 
future. After consideration of these 
two items, the total adjusted operating 
revenues for the period would be $4,- 
018,780. 


For the year ended June 30, 1952, 
the total operating expenses were 


$3,343,674. However, the record dis- 
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closes that the company will incur cer- 
tain additional operating expenses in 
the future that it did not incur during 
the test period. The company has 
granted certain wage increases of 
which $157,200 on an annual basis was 
not reflected in the test period. These 
additional wages have brought about 
added pension costs of $9,200 which 
the company will also incur in the fu- 
ture. 

The record also discloses that the 
applicant’s operating expenses will be 
increased by $37,300 by increases in 
local and other taxes. 

In Cases Nos. 2150 and 2169 
(1951) 90 PUR NS 16, 91 PUR NS 
507, the applicant was ordered to 
amortize the costs in connection with 
those cases over a period of three years, 
and the operation for the test period 
included part of these costs. The com- 
pany has incurred expenses of some 
$25,000 in connection with this case 
which the company should amortize 
over a similar period. It appears from 
the record that the operating expenses 
of the company were charged with an 
amount which was $5,051 in excess 
of the amortization amount allowed by 
the Commission in Cases Nos 2150 and 
2169, supra. Therefore, the operating 
expenses for rate case costs in this 
Case No. 2435 need be increased only 
$3,283 to provide for the amortization 
over a similar period of the esti- 
mated $25,000 cost of presenting this 
case. 

The record discloses that in connec- 
tion with certain toll refunds hereto- 
fore mentioned, there was an amount 
of $2,400 included in operating ex- 
penses for the cost of the toll refund 
which will be nonrecurring. The 
Commission, therefore, will adjust op- 


erating expenses for the test period in 
this amount. 

In Case No. 2150, supra, the Com- 
mission ordered the company to 
amortize the total estimated cost of 
an original cost study of the Ashland 
Home Telephone Company over a 
period of seven years or $10,143 per 
year. During the test period there 
was reflected in operating expenses 
$11,386 of this expense; therefore, a 
downward adjustment to operating ex- 
penses of $1,243 is necessary. 

These additional operating expenses, 
when offset by the downward adjust- 
ment, would amount to $203,340. 
The company has claimed additional 
depreciation expense of $11,770 based 
on depreciable account balances as of 
June 30, 1952. However, inasmuch 
as the Commission has used the aver- 
age of these accounts, the actual de- 
preciation charged during the test pe- 
riod will be used. 

[4] The company further contends 
that its depreciation expense would 
be increased by $26,330 for construc- 
tion work in progress which will be 
completed and become a part of the 
Plant in Service; however, the com- 
pany makes no estimate concerning the 
plant that may be replaced or the ad- 
ditional revenues that may be realized 
because of this new plant. The Com- 
mission will not use this amount to 
test the reasonableness of the rates 
sought. 


Return 


[5] Having considered the original 
cost, the net investment, the capital 
structure, and other elements of value 
recognized by the law of the land for 
rate-making purposes and having also 
considered the adjustments to operat- 
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ing revenues and expenses heretofore 
mentioned, the Commission is of the 
opinion that additional gross revenues 
in the amount of $233,562 will en- 
able the company to pay its operating 
expenses, interest on borrowed money, 
its obligations to its stockholders, and 


attract the capital necessary to provide 
adequate telephone service to all of its 
subscribers and to extend much 
needed service to additional applicants 
in the area which it serves. 

An Order will be drawn in con- 
formity with this Opinion. 





MISSOURI PUBLIC SERVICE COMMISSION 


Re Steelville Telephone Company et al 


Case No. 12,408 
December 10, 1952 


PPLICATION for authority to sell telephone properties to 
l \ company purporting to be co-operative telephone associa- 
tion; granted. 


Public utilities, § 58 — What constitutes — Co-operative telephone association. 
A telephone company organized under the General and Business Corpora- 
tion Act to acquire and operate existing telephone facilities, but purporting 
to be a co-operative association, is a “telephone corporation” furnishing 
service “for hire” subject to the Commission’s jurisdiction, whether or not 
it expects to make a profit, where it will continue to serve existing sub- 
scribers without requiring them to purchase stock but will require new 
customers to purchase stock, where it is ready to furnish service to all re- 
questing it, and where, although its articles do not provide for dividend pay- 
ments, its stockholders will own the plant and thus achieve a profit when 
the company’s indebtedness is discharged, it being considered significant 
that the company was organized under the General and Business Corpora- 
tion Act. 


* 


APPEARANCES: G. C. Beckham, the joint application of Steelville 


for Steelville Telephone Exchange, 
Inc.; John Mohler, for Southwestern 
Bell Telephone Company; R. W. 
Hedrick, Sr., for the Missouri Tele- 
phone Association; Thomas A. John- 
son, for the Commission; Homer 
Thorp, Chief Accountant, and R. E. 
Duffy, Chief Engineer. 


By the Commission: This case 
comes before the Commission upon 
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Telephone Company, hereinafter re- 
ferred to as seller, and Steelville Tele- 
phone Exchange, Inc., hereinafter re- 
ferred to as buyer. Authority is 
sought for transfer of the telephone 
system owned and operated by seller 
to the newly organized company, the 
buyer, such system being located in 
the city of Steelville, Crawford coun- 
ty, Missouri. 
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The hearing on the application was 
held before the Commission in Jeffer- 
son City, Missouri, on September 30, 
1952, at which time and place all in- 
terested parties of record were given 
the opportunity to be heard. The 
seller was not represented by counsel 
but appeared by its president. Other 
appearances were as noted above. 

The evidence submitted shows that 
the seller was incorporated in Mis- 
souri in about 1903, and since that 
time engaged in the operation of a 
telephone system at Steelville, Mis- 
souri. The last twenty years have 
been under the present management. 
At this time the system includes cen- 
tral office equipment, the building in 
which such is located, a switchboard, 
cables, wires, lines, and poles, and 
about 335 telephone instruments in 
service. There are about 310 custom- 


ers in the town of Steelville, with 


about 10 extension instruments 
among those, and about 15 customers 
on short lines near the edge of the 
town. In addition, seller serves about 
14 switcher lines on which there are 
about 80 stations, all wholly owned 
and maintained by the parties on those 
lines, with seller owning and main- 
taining only such portion of the 
switcher lines located in the city of 
Steelville. None of the system is new, 
much equipment is old, and there are 
many complaints as to poor service. 
The manager of seller is advancing in 
years and finds the work and respon- 
sibility of operation a burden. 
According to the book value of the 
system, as shown by seller’s annual 
reports filed with the Commission, 
the real estate is valued at $2,000 and 
the plant and equipment at $4,762, as 
of December 31, 1951. The president 
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of seller testified the entire system was 
reasonably worth the selling price of 
$20,000 in cash. 

Certificate of incorporation was is- 
sued to buyer on May 6, 1952. Un- 
der the terms of its Articles of Incor- 
poration, including the amendment 
filed with the secretary of state Octo- 
ber 9, 1952, buyer is organized under 
Chap 351, Rev Stat Mo 1949, the 
General and Business Corporation Act 
of Missouri. It purports to be a co- 
operative. Its Articles, as amended, 
do not provide for any dividend pay- 
ments to stockholders. Receipts in 
excess of operating costs are to be set 
up as capital credits to the account of 
its members. It proposes to expand 
the area of operation, build new lines 
extensively, reconstruct the property 
in Steelville and install a modern dial 
system. To finance such program it 
has obtained a commitment from the 
Rural Electrification Administration 
for a loan of $503,000. It will con- 
tinue to serve present subscribers in 
Steelville without requiring them to 
purchase stock. All other subscribers 
are required to become members by 
the purchase of one share of common 
stock at a cost of $10. Such members 
may, in addition, purchase preferred 
stock at $40 per share. It anticipates 
a total of about 614 subscribers ready 
for service as soon as construction can 
be made, and around 970 subscribers 
by the end of five years after construc- 
tion. 

The evidence further shows that the 
buyer will stand ready to offer service 
generally to anyone in the area who 
requests it, that it expects to provide 
long distance toll service through a 
connection with Southwestern Bell 
Telephone Company, charge the 
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standard long-distance toll rates, and 
will provide public pay telephones. 
The buyer expects to charge its sub- 
scribers rates which will produce 
enough revenue to repay the $503,000 
loan in thirty-five years, at which time 
the stockholders will own the system. 

The territory which the buyer seeks 
to serve is shown to overlap slightly 
some portions of the service area of 
adjoining telephone systems, being the 
Cuba Telephone Company, the St. 
James Telephone Company, and the 
Potosi Telephone Company. We be- 
lieve that such overlapping territory 
should be eliminated from buyer’s ter- 
ritory. 

Under these facts we conclude that 
a sale and transfer of the telephone 
system owned and operated by the 
Steelville Telephone Company to the 
Steelville Telephone Exchange, Inc., 
would be in the best interests of the 
present subscribers of seller and of the 
potential telephone subscribers in the 


area which buyer seeks to serve. We 
have carefully considered the co-oper- 
ative features of the buyer company, 
the evidence submitted as to the serv- 
ices it proposes to render, and the 
decisions cited by counsel in briefs 
submitted, and it is the view of the 
Commission that buyer is a “tele- 
phone corporation” as defined in 
§ 386.020, Rev Stat Mo 1949, and as 
such is subject to the jurisdiction of 
this Commission. We believe its 
services are “for hire,” whether or not 
it expects to make a profit. Even 
though dividends are never paid, when 
the company’s indebtedness is dis- 
charged the stockholders will own the 
plant and will thereby achieve a profit. 
As was stated in the Farmer’s Mutual 
Telephone Co. Case (1935) 8 PUR 
NS 260, it is significant that the com- 
pany is organized under the General 
and Business Corporation Act of Mis- 
souri. 





NORTH CAROLINA UTILITIES COMMISSION 


Ex Parte Carolina Power & Light Company 


Docket No. E-2, Sub 29 
January 26, 1953 


PPLICATION by power company for approval of procedures 
A with respect to accounting for emergency facilities; pro- 


cedures prescribed. 


Accounting, § 28 — Depreciation — Emergency defense facilities — Rapid amor- 
tization. 

1. A power company which had obtained certificates from the Internal 

Revenue Bureau permitting the rapid amortization of emergency defense 

facilities was authorized to provide on its books of account for depreciation 

on defense properties at rates consistent with those for nondefense prop- 

erties, and during the period of amortization of such emergency facilities 
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to charge to the current provision for Federal taxes on income in operating 
expenses a subdivision of Account 507, Taxes, and concurrently credit 
“Earned Surplus Restricted for Future Federal Taxes on Income,” amounts 
equal to the reduction in Federal taxes on income resulting from the ac- 
celerated program, and after expiration of the effective amortization period, 
and until “Earned Surplus Restricted for Future Federal Taxes on In- 
come” applicable to specific facilities is exhausted or such facilities are re- 
tired from service, to charge “Earned Surplus Restricted for Future Fed- 
eral Taxes on Income” and credit the current provision for Federal taxes on 
income with amounts equal to the increase in Federal taxes resulting from 
the unavailability for tax purposes of further depreciation on emergency 


facilities, p. 112. 


Accounting, § 28 — Rapid amortization — Defense facilities — Discontinuance of 


program. 
2. A power company which had requested and received instructions as to 
the proper method of accounting for the rapid amortization of emergency 
defense facilities was authorized to abandon the short-term depreciation 
permitted by the Internal Revenue Code prior to completion of full amor- 
tization at any time that it desired and to exclude for tax purposes the 
amounts allowable under the short-term depreciation and return to the 
normal depreciation allowable for tax purposes on nondefense facilities, 
p. 112. 
* 


By the CoMMISSION : 
[1, 2] On the 23rd day of Janu- 
ary, 1953, Carolina Power & Light 


Company (hereinafter sometimes re- 
ferred to as the “company’”’) filed with 
the Commission its application for ap- 
proval of procedures with respect to ac- 
counting for emergency facilities and 
the Federal income tax results of amor- 
tization of emergency facilities pursu- 
ant to provisions of § 124A of the In- 
ternal Revenue Code, 26 USCA 
§ 124A. 

Upon motion of counsel for the com- 
pany, the application was filed and 
docketed and an immediate hearing 
was held by the Commission on the 
application and the statements and rep- 
resentations of the company’s officials. 

This Commission having given full 
consideration to the matter of account- 
ing procedures to be followed by the 
company in amortizing for Federal 
income tax purposes over a period of 
sixty months that portion of the cost 


attributable to defense purposes, in ac- 
cordance with the provisions of said 
§ 124A of the Internal Revenue Code, 
finds: 

1. That the company is a public util- 
ity engaged in the generation, trans- 
mission, delivery, and sale of electricity 
to the public for compensation, and is 
subject to the jurisdiction of this Com- 
mission with respect to rates, services, 
and accounting procedures ; 

2. That the company holds necessity 
certificates under § 124A of the Inter- 
nal Revenue Code and may hereafter 
apply for such certificates with respect 
to emergency facilities hereafter con- 
structed in the interest of national de- 
fense and attributable to defense pur- 
poses ; that the costs of that portion of 
the emergency facilities attributable to 
defense purposes under necessity cer- 
tificates, which are now held by com- 
pany, aggregate approximately $16,- 
420,900; 

3. That such necessity certificates 
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constitute authority to amortize for 
Federal income tax purposes over a 
period of sixty months that portion of 
the cost of such facilities attributable 
to defense purposes ; and 

4. That the purpose of the special 
rapid amortization of the cost of emer- 
gency defense facilities is not to cre- 
ate additional income for company, 
but simply to defer Federal taxes on 
income. 

The Commission being of the opin- 
ion that said application should be 
granted : 

It is hereby ordered, adjudged and 
decreed: 

That Carolina Power & Light Com- 
pany be, and it is hereby, permitted and 
authorized to: 


1. Amortize for Federal income 


tax purposes over a period of sixty 
months that portion of the cost of such 
facilities attributable to defense pur- 


poses ; 

2. Provide on its books of account 
for depreciation on properties covered 
by necessity certificates at rates con- 
sistent with those for like property not 
covered by necessity certificates and, 
during the period of amortization of 
such emergency facilities, charge to the 
current provision for Federal taxes on 
income in operating expenses and con- 
currently credit “Earned Surplus Re- 
stricted for Future Federal Taxes on 
Income,” amounts equal to the reduc- 
tion in Federal Taxes on Income 
resulting from the accelerated amorti- 
zation of such facilities for Federal 
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income tax purposes and after expira- 
tion of the effective amortization pe- 
riod, and until “Earned Surplus Re- 
stricted for Future Federal Taxes on 
Income” applicable to specific facili- 
ties is exhausted or such facilities are 
retired from service, charge “Earned 
Surplus Restricted for Future Federal 
Taxes on Income” and credit the cur- 
rent provision for Federal Taxes on 
Income with amounts equal to the in- 
crease in Federal Taxes on Income re- 
sulting from depreciation on the emer- 
gency facilities no longer being avail- 
able for Federal income tax purposes, 
said charges and credits to the cur- 
rent provision for Federal Taxes on 
Income in operating expenses shall be 
made to a subdivision of Account 507, 
Taxes; 

3. Follow the same procedures as 
are authorized in this proceeding with 
respect to any facilities hereafter con- 
structed in the interest of national de- 
fense and attributable to defense pur- 
poses for which certificates of necessity 
may be issued to company under au- 
thority of § 124A of the Internal Reve- 
nue Code; and 

4. Elect under the provisions of said 
§ 124A of the Internal Revenue Code 
at any time prior to completion of full 
amortization, to discontinue such 
amortization, exclude for Federal in- 
come tax purposes the amounts allow- 
able under the necessity certificates, 
and return to normal depreciation al- 
lowable for Federal income tax pur- 
poses. 
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Re Mountain States Telephone & 
Telegraph Company 


Docket No. 9222 
January 12, 1953 


PPLICATION by telephone company for authority to increase 
A rates; granted. 


Revenues, § 2 — Estimates for the future. 


1. The revenue requirements for a telephone utility were computed on the 
basis of one year’s operation projected into the future, p. 116. 


Valuation, § 36 — Net investment — Change in rate base formula — Adjustments 
in revenue requirements. 

2. The finding of a Commission in an earlier telephone rate proceeding that 
it would be advisable to use an average net investment rate base was not 
changed when the Commission, in considering a subsequent application by 
the same utility for further increase in rates, determined that the matter 
of the company’s revenue requirements could best be adjusted by chang- 
ing the rate of return rather than the rate base, p. 117. 

Valuation, § 10 — Commission authority. 
3. The Commission, in providing for a telephone utility’s additional revenue 
requirements by adjusting the rate of return rather than changing the for- 
mula for establishing a rate base, is acting within its legislative and dis- 
cretionary authority, p. 117. 


Valuation, § 36 — Original cost or present fair value. 
4. Original cost, or net investment, was found to provide a more satisfac- 
tory rate base for a telephone company than present fair value developed 
from reproduction cost or average book investment, p. 117. 


Valuation, § 224 — Construction work in progress — Interest. 
5. Construction work in progress was allowed as part of a telephone com- 
pany’s rate base where the company credited interest during construction to 
operating income, p. 118. 


Expenses, § 85 — Payments to affiliated supplier for equipment. 
6. Payments made by a telephone company to an affiliated supplier for 
equipment were considered proper operating expenses where the amounts 
paid to the supplier were generally lower than amounts which the company 
would have been required to pay for similar equipment from other sup- 
pliers, and where the average earnings of the affiliate had not reached un- 
reasonable proportions for a manufacturing company when compared with 
earnings of nonrelated manufacturing companies, p. 118. 


Revenues, § 2 — Estimates for the future. 
7. A telephone company’s estimate of future revenues was accepted where 
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no evidence was introduced in the record controverting the amounts sub- 
mitted by the company for consideration, where in the past the Commission 
had adopted the company’s estimates and in retrospect appeared to be 
justified in so doing, and where the company had projected its estimates 
into the future upon the basis of the present scale of wages, taxes, and prices 
and reflected fully the result of a newly installed dial operation, p. 119. 


Expenses, § 87 — License contract payments. 
8. Payments made by an operating telephone company to its parent of one 
per cent gross revenues for valuable technical, legal, and administrative as- 
sistance provided by the parent were allowed as operating expenses, p. 119. 


Return, § 111 — Telephones. 


9. Telephone earnings amounting to approximately 3.88 per cent on an 
average net investment rate base were found to be unreasonably low, p. 120. 


Return, § 111 — Telephone company. 
10. The Commission, in considering the rate of return to be allowed in a 
telephone rate proceeding, gave consideration to the requirements for cost 
of debt capital and allowance for return on equity capital and concluded 
that a return of 6.89 per cent on the average net investment rate base for 
the current year was reasonable, p. 120. 


Return, § 26 — Cost of capital — Debt ratio. 
11. A hypothetical capital structure consisting of 38 per cent debt and 62 
per cent equity capital was recommended for consideration by the Commis- 
sion as part of its determination of a telephone company’s earnings require- 
ment, p. 121. 


Return, § 27 — Dividend and interest requirements — Surplus. 


12. Earnings were authorized for a telephone utility which would be suffi- 
cient to service the company’s debt, pay reasonable dividends, and provide 
a reasonable amount for surplus, p. 121. 


Rates, § 565 — Telephone pay station charge. 


13. A telephone company was authorized to increase the rates for local 
messages at pay stations from 5 to 10 cents as soon as facilities could be 
made available, p. 121. 


¥ 


By the Commission: On July 18, seat of each county in which the com- 


1952, The Mountain States Telephone 
and Telegraph Company filed an ap- 
plication seeking a general increase in 
rates for telephone service rendered by 
it in the state of Wyoming. On the 
same day we entered an order setting 
the matter for hearing on August 19, 
1952, at the Commission hearing 
room, Supreme Court and State Li- 
brary building, Cheyenne, Wyoming. 
Said order provided for the publication 
of notice of the hearing in the county 
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pany operates, and further provided for 
notice by mail to the governing officials 
of each unincorporated and incorpo- 
rated city, town, village, or community 
in Wyoming. It appears that said re- 
quirements for notice were fully com- 
plied with by applicant. 

Pursuant to said order, the matter 
came on regularly for hearing com- 
mencing at the time and place afore- 
said, and continued through August 
22, 1952. Upon request of the prot- 


97 PUR NS 





WYOMING PUBLIC SERVICE COMMISSION 


estants, the hearing was adjourned to 
September 2, 1952, and on said date 
another adjournment was taken until 
November 3, 1952. On November 3, 
1952, the hearing was resumed and 
continued through November 6, 1952, 
with two night sessions. Upon conclu- 
sion of the hearing, the record was 
closed and the matter taken under ad- 
visement. 


APPEARANCES: For applicant: J. 
H. Shepherd and Norman B. Gray, 
Attorneys at Law, Cheyenne. 

For protestants: A. J. Williams 
and J. A. Greenwood, of the law firm 
of Greenwood, Ferrall and Williams, 
Cheyenne, appearing for the cities of 
Sheridan, Rock Springs, Rawlins, 
Cody, Cheyenne and Casper; and the 
town of Wheatland. 

For interveners: Alfred M. Pence, 
City Attorney, Laramie, appearing for 
city of Laramie ; Cecil Price and War- 
rant Officer, T. L. Lucas, Cheyenne, 
appearing for Orchard Valley Associa- 
tion; and G. R. McConnell, Laramie, 
appearing for himself. 


Statement 

In disposing of this matter we desire 
to state, at the outset, that both the 
applicant and the protestants, by the 
evidence adduced through their recog- 
nized experts in this particular field, 
have been of immeasurable aid and 
assistance in guiding the Commission 
to reach what we believe to be a just 
and equitable result—fair to the cus- 
tomer and to the applicant. 


We have before us some 1,348 pages 
of oral testimony, together with some 
54 exhibits, some of it conflicting as 
to concepts of approach to the problem, 
but all of it expertly dealing with rate- 


making matters. If it were thought 


necessary, the Commission could ex- 
tend this order, page upon page, dis- 
cussing such evidence, but that, it 
seems, would serve no useful purpose 
under the circumstances here prevail- 
ing. 

We have rather recently—Febru- 
ary 24, 1951, in Docket 9172, 89 PUR 
NS 341—reviewed the revenue re- 
quirements of applicant and, in the 
opinion handed down in that matter, 
we made quite clear our concept of the 
views which we feel should be taken 
in these times of unstable forces that 
drive with telling impact upon rates 
established under formulae that assume 
static conditions. To better under- 
stand what we do here, we would 
recommend to those interested a read- 
ing, or re-reading, of our opinion in 
that proceeding. 

Suffice it to say that we have fully re- 
viewed and carefully considered the 
evidence in this cause and it is still 
readily apparent that the unstabilizing 
influences present in the year 1950 
are not diminished to any extent and 
the problem here—as we view it—is 
not in the main a change of approach 
but the consideration of a later period 
of time and the effect thereof upon ap- 
plicant’s operating conditions, invest- 
ment, revenues, expenses, and earn- 
ings. These matters will be ruled upon 
herein in the light of the evidence ad- 
duced. 


Test Period 

[1] Probably the test period to be 
adopted as a base upon which to reach 
a conclusion of the earnings requir- 
ments of applicant is one of the most 
important single factors to be consid- 
ered in this proceeding. The period of 
inflation that has existed—and con- 
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tinues to exist—since World War II, 
is largely responsible for the emphasis 
that must be laid upon this factor. 

It must be realized that the rates 
here fixed operate prospectively and 
will not be placed into effect before the 
year 1953. To predicate rates upon 
assumed facts which give no weight to 
conditions mentioned that affect the op- 
erations of applicant in the year 1953 
is a matter of serious concern, not only 
to the applicant but to regulatory Com- 
missions as well. 

In this proceeding there is contrary 
contention between the applicant and 
the protestants as to the test period to 
be utilized by the Commission in 
reaching a determination of appli- 
cant’s earnings requirements. 

The applicant contends that it is 
reasonable and proper for the Com- 
mission, in fixing rates applying in the 
future, to test such rates against the 
investment, revenues, and expenses as 
the same can best be estimated for the 
immediate future. The applicant has 
produced evidence based upon a test pe- 
riod for the year 1953. 

The protestants, on the other hand, 
contend that such a projection into the 
year 1953 is fundamentally wrong; 
that it is proper only to use a test pe- 
riod already concluded and they have 
introduced evidence utilizing June 30, 
1952, as the end of a twelve months’ 
test period. 

We have consistently dealt with the 
revenue requirements of this company 
on the basis of one year projected in 
the future. We think such treatment 
should be accorded in the disposition 
of this case and, accordingly, the com- 
putations herein contained will all be 
based on the average investment, reve- 


nues, and expenses as projected in the 
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evidence for the period 1953. The 
rates allowed by this order will be put 
into effect during the early part of said 
period. 


Rate Base 

[24] In connection with the hear- 
ing in the previous case (Docket No. 
9172, supra), we received extensive 
testimony and heard considerable argu- 
ment as to what should be a proper 
rate base. After giving the matter 
serious consideration and full discus- 
sion in our order of February 24, 1951, 
supra, we there concluded that it would 
be advisable to use an average net in- 
vestment rate base which is the com- 
pany’s actual investment in plant fa- 
cilities after deducting the average de- 
preciation reserve, but including plant 
under construction (which we will dis- 
cuss in more detail later), materials 
and supplies, and working capital. We 
further thought then, and we think 
now, that the matter of the company’s 
revenue requirements can best be ad- 
justed by changing the rate of return 
from time to time as need be, rather 
than changing the formula for estab- 
lishing a rate base. In so doing we are 
acting within what we conceive to be 
our legislative and discretionary au- 
thority in utility regulation. 

It does not seem necessary to re- 
iterate here the various considerations 
which lead to this conclusion. We are 
cognizant of the fact that the company 
still contends we should adopt a rate 
base giving some recognition to the 
present value or the fair value of the 
property on the basis of prices as they 
exist today. It introduced in evidence 
an engineering study designed to de- 
velop the present value of the property 
for the year 1953. We have given con- 
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sideration to such evidence but, in the 
final analysis, we continue to adhere 
to the findings and conclusions de- 
veloped in the February 24, 1951, 
order, for the reasons stated therein. 
[5] It is mentioned above that an 
allowance herein has been made for 
“construction work in progress.” The 
sum of $206,000 is the applicant’s es- 
timate for this item for the year 1953. 


Considerable attention has been giv- 
en to this factor in the record by the 
parties and, while the witness Knapp 
has stated that it is common practice 
to exclude such item from a rate base, 
he has recognized that in the present 
period of high construction activity it 
is reasonable to include such item to 
offset, to some extent, the matter of 
attrition in the company’s earnings. 
It is recognized that attrition results 
in a consequent lowering of the rate 
of return and he contends that by 
the allowance the applicant will be 
afforded some measure of protection. 
It appears that the attrition to which 
the witness refers is that the in- 
creased cost per unit of plant facili- 
ties added for expansion or replace- 
ment is greatly in excess of the cost of 
similar units of plant facilities previ- 
ously placed in service at lower prices. 
As a consequence, the average plant in- 
vestment per telephone station has 
substantially increased from year to 
year. 

The witness Knapp, of course, at- 
tached a qualification to the allowance 
in that if such item is included in the 
rate base the related interest during 
construction must also be included as 
an addition to revenues in computing 
the net operating earnings. In this 
connection, applicant has submitted its 
studies on such a basis and has cred- 
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ited to operating income interest dur- 
ing construction. 

We have concluded here that allow- 
ance of the item might be considered 
somewhat liberal but, on the other 
hand, entirely reasonable. At the time 
of the hearing there was a substantial 
sum on the books of the company for 
this item. As of April 1, 1952, the 
total was $1,049,521 ; however, of such 
amount $858,425 represented in a 
large measure plant which had already 
been installed at Casper, Wyoming, for 
conversion from manual to dial. We 
now know that such plant is already 
in service. Eliminating Casper from 
the total above indicated, it would ap- 
pear that the sum of $206,000 is a 
reasonable allowance under present 
operations of the applicant. Inasmuch 
as applicant has reflected the credit for 
interest during construction, we have, 
in conformity with our past practice, 
allowed the item in full. 


Western Electric Prices 

[6] :In connection with the matter 
of the rate base, some mention should 
also be made of the cost of plant ma- 
terials included therein. The appli- 
cant, as is well known, is a part of 
the Bell System and has intercorporate 
relations with the Western Electric 
Company, Inc. It is the practice of 
applicant to purchase practically all of 
its telephone apparatus and equipment 
and outside plant material from West- 
ern Electric. By reason of applicant’s 
relation with Western, it is necessary 
to consider whether or not the prices 
paid by applicant are reasonable, hav- 
ing regard for the earnings of Western 
Electric. As a part of its case, applicant 
introduced evidence to show that the 
amounts paid by it to Western for such 
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materials were generally lower than 
amounts it would be required to pay 
elsewhere and also that the average 
earnings of Western Electric (7.9 per 
cent on its net investment) have not 
reached unreasonable proportions for 
a manufacturing company when com- 
pared with earnings of nonrelated man- 
ufacturing companies. 

It would seem that applicant, with 
respect to this matter, has sustained its 
burden of showing that the material 
prices are reasonable and, for purposes 
here, those prices have been accepted. 


In reaching this conclusion we are 
supported by reports from the Special 
Committee of NARUC co-operating 
with the FCC, which has made, and is 
continuing to make, studies of this op- 
eration. 


Revenue and Expenses 

[7] In considering the anticipated 
operating results which might be 
achieved by applicant under the rates 
here to be fixed, it is necessary to deal 
with the revenues, operating expenses, 
and taxes of the applicant. We have 
heretofore indicated the test period 
which we have adopted for purposes 
here and it is, therefore, necessary to 
test the reasonableness of the estimates 
furnished by applicant of the foregoing 
items for the year 1953. 

There is no evidence of record con- 
troverting the dollar amounts which 
have been submitted for consideration. 
In the past we have adopted and relied 
upon estimates of applicant for the 
several items of operating revenues, 
operating expenses, and taxes and the 
record here indicates the justification 
of so doing. The witness Ackerman 
pointed out, by reference to Exhibit 
No. 14, that without the wage increase 
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of June, 1951, which could not be 
foreseen at the time of the last case, 
and the increase in Federal income 
taxes, the estimates of the 1950 case 
were substantially borne out by actual 
operations of the company in the year 
1951. 

An additional factor which influ- 
ences the Commission in adopting the 
estimates for the year 1953 is that such 
estimates have been projected into the 
future upon the basis of the present 
scale of wages, taxes, and prices and 
furthermore reflect the results of dial 
operation in Casper for the full period. 


License Contract 

[8] In connection with operating 
expenses herein allowed, there is in- 
cluded an item of operating expense 
incurred by applicant under its license 
contract with its parent company, 
American Telephone and Telegraph 
Company. Applicant has offered evi- 
dence relating to the propriety of the 
charge. Under the agreement with the 
parent company, applicant receives 
benefits from the American Company, 
through Bell Laboratories, in research, 
investigation, and experimentation in 
the art and science of telephony. It 
also receives, through the general de- 
partment of the American Company, 
advice and assistance in construction 
and maintenance of plant and handling 
of traffic; in accounting principles and 
methods, as well as tax matters; per- 
sonnel training, and advice and assist- 
ance in financial and legal matters. 

The cost of such services to appli- 
cant is based on a charge of one per 
cent of the company’s local and long- 
distance toll service revenues. The evi- 
dence demonstrates rather clearly that 
the foregoing services rendered by the 
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parent company to applicant are of 
substantial value and assistance to it 
in its operations and the payment 
therefor appears reasonable. 


Earnings on Present Rates and on 
Proposed Rates 

[9] Applicant, through the witness 
Ackerman, introduced into evidence 
certain exhibits reflecting the operating 
results actually experienced in the year 
1951 and as estimated for the year 
1953 under the rates now in effect. 
From these exhibits it is developed that 
on an average net investment rate 
base, applicant for the year 1951 
realized a net operating earning of 
5.36 per cent, which is substantially 
less than the amount previously au- 
thorized. For the year 1953 it is 
estimated that the net operating earn- 
ings of applicant will be 3.8 per cent 
which, after correction for reduction 
in prices paid for equipment, increases 
slightly to 3.88 per cent. 

It should be noted that witness 
Knapp found the net operating earn- 
ings of the company for the twelve 
months’ period ending June 30, 1952, 
adjusted to the current level of wages 
and taxes, to be 3.81 per cent. 

It would seem that the record dis- 
closes beyond doubt that present earn- 
ings of the applicant are unreasonably 
low and that additional revenues are 
needed by applicant at this time. 

Here, again, there is no real con- 
troversy between the parties as to the 
need for additional revenue but the 
controversy concerns itself with the 
amount of revenue that is to be pro- 
vided. 

Applicant attached proposed rate 
schedules to its application which were 
designed to produce additional gross 
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revenues in the sum of $882,000. At 
the resumption of the hearing on No- 
vember 3, 1952, the applicant, as a re- 
sult of an anticipated reduction in 
prices for equipment during the year 
1953, reduced its asking to the sum 
of $855,000. It is this amount that 
applicant now seeks. 

As contrasted to the amount sought 
by applicant, the protestants, although 
conceding that applicant is entitled to 
increased gross revenues, contend that 
the Commission should allow, as a 
maximum, no more than the sum of 
$551,128, as applied to the volume of 
business for the year ending June 30, 
1952. 

As will be developed later herein 
and in the findings, we conclude that 
rate schedules designed to produce 
$855,000 additional gross revenues in 
the year 1953 will unduly increase the 
company’s earnings and, as will be 
noted later, we have reduced the allow- 
able additional gross revenue from the 
$855,000 requested to $710,000. We 
believe such result is equitable to ap- 
plicant and its customers. 


Rate of Return 

[10] The matter of rate of return is 
always of great significance in rate- 
making procedures. In this proceed- 
ing a large portion of the evidence has 
been directed to this particular matter. 
Not less than two-thirds of the entire 
time of the hearing was consumed by 
this important subject and the testi- 
mony and documentary evidence relat- 
ing to the matter is voluminous. 

The applicant produced evidence 
through the witness Remington, a 
financial vice president of the company, 
and the witness Merrill, a_ vice 
president of Standard Research Con- 
sultants. Such evidence was aug- 
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mented by the testimony of the wit- 
nesses, Morris and Merrill, in Docket 
9172 (1951) 89 PUR NS 341. 

The protestants introduced evidence 
through the witness Knapp, who has 
had extensive experience in rate case 
matters before state and Federal Com- 
missions. 

The witnesses of the applicant and 
the witness of the protestants are not 
in accord as to the percentage figure 
that might constitute a fair and reason- 
able rate of return in this proceed- 
ing. The evidence shows a variation 
from the witness Knapp’s recom- 
mended maximum rate of return of 
6.20 per cent to something in excess 
of 7.50 per cent as recommended by 
the witness Merrill, and 8.47 per cent 
as found necessary by the witness 
Remington. All of these recommenda- 
tions contemplate a percentage rate of 
return based on the average net in- 
vestment during a proper test period. 
The witnesses, in reaching their con- 
clusions as above stated, have, of 
course, taken into consideration the 
cost of debt capital and the cost of 
equity capital. 

ihe Commission, in considering the 
rate of return that is to be allowed 
in this proceeding, has also given 
consideration to the requirements for 
cost of debt capital and allowance for 
return on equity capital, and has con- 
cluded that a return of 6.89 per cent 
on the average net investment rate base 
for 1953 is reasonable. 

[11-13] In arriving at the earnings 
requirements for 1953, the Commis- 
sion had before it the total capital 
allocated to Wyoming intrastate opera- 
tions as of June 30, 1952, in the 
amount of $9,520,139 and net invest- 
ment as of that date of $10,120,097. 
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The average net investment for the 
year 1953 is shown as $11,199,000, 
or 110.66 per cent of the June 30, 
1952, figure. It is reasonable to con- 
clude that the total allocated capital 
would increase by this same ratio re- 
sulting in an average total capital of 
$10,534,986 for the year 1953. 

After giving consideration to all of 
the testimony of experts on the subject 
of debt ratio, we conclude that in 
determination of earnings require- 
ments in this proceeding, a hypothet- 
ical capital structure consisting of 38 
per cent debt and 62 per cent equity 
should be considered. 

Under this capital structure the total 
debt approximates $4,003,295 on 
which we find an interest rate of 3.45 
per cent to be appropriate, resulting 
in earnings requirements therefor in 
the amount of $138,113. The book 
equity would be $6,531,691, which, 
on the June 30, 1952, book equity 
per share, would result in the equiv- 
alent of 63,346.3 shares. An allow- 
ance of earnings at $10 per share 
produces earnings requirements of 
$633,463, which together with debt 
requirements of $138,113 results in 
total earnings requirements of $771,- 
576 for 1953. 

These total earnings requirements 
of $771,576 indicate a rate of return 
of 6.89 per cent on the average net 
investment for 1953 in the amount of 
$11,199,000. 

The net operating earnings for the 
year 1953 from present rates are 
shown as $435,000, leaving an earn- 
ings deficiency in the amount of $336,- 
576. Gross revenues required to pro- 
vide these additional earnings after 
allowance for Federal income taxes, 
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license contract payments, and uncol- 
lectibles, amount to $710,076. 

The Commission therefore concludes 
that additional gross revenues should 
be allowed to provide $710,000 based 
upon the year 1953 in order to pro- 
duce total earnings in the amount of 
$771,576. These earnings should 
be sufficient to service the debt, pay 
reasonable dividends, and provide a 
reasonable amount for surplus. 


Findings: 

On the basis of the foregoing, we 
find that: 

1. The Commission has jurisdiction 
over the intrastate operations of The 
Mountain States Company in this 
state, and the matters covered in the 
company’s application in this docket; 
and that a full and complete hearing 
has been had on all matters covered 
by the application. 

2. Under the rates presently in 
effect and prescribed in Docket 9172, 
supra, the applicant’s earnings for a 
considerable period of time have pro- 
duced a return below the level of a 
just and reasonable return and to that 
extent said rates are unjust and un- 
reasonable; that applicant’s indicated 
earnings for the year 1953, under the 
said rates, would produce even a lower 
return than is presently realized and 
such rates would be unjust and unrea- 
sonable. 


3. The proper period to be used for 
testing the evidence and the reason- 
ableness of the proposed and allowed 
rates is the calendar year 1953. 


4. The average investment, includ- 
ing an allowance for construction 
work in progress, materials and sup- 
plies, and cash working capital, and 


after deducting the average deprecia- 
tion reserve, is $11,199,000 which we 
find to be a proper rate base. 

5. In order to produce a reasonable 
return on the volume of business 
anticipated for the year 1953—which 
we find to be 6.89 per cent—it will be 
necessary to increase the gross rev- 
enues by $710,000. The net operating 
earnings from these additional rev- 
enues after allowance for Federal in- 
come taxes, license contract payments, 
and uncollectibles, together with the 
net earnings produced by the present 
rates, will bring the total earnings to 
a just and reasonable level. 

6. That the proposal of applicant 
to increase the rate for local messages 
at pay stations from 5 cents to 10 cents 
is reasonable and proper and said rate 
shall go into effect as expeditiously as 
the facilities can be made available. 

7. Rate schedules and tariffs de- 
signed to produce an additional $710,- 
000 in gross revenue will increase the 
rates for telephone service to a level 
no higher than is just and reasonable. 


ORDER 


It is, therefore, ordered: 

1. All motions filed by any parties 
during the course of the hearing in this 
matter, which have not otherwise been 
disposed of, are hereby overruled. 

2. That the company file tariffs 
which will produce additional gross 
revenues in an amount not to exceed 
$710,000, based on the volume of busi- 
ness in 1953, which said tariffs will 
become effective on one day’s notice 
after filing and will apply to billing 
dates subsequent thereto. 

3. This order shall become effective 
as of the date hereof. 
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Re Macon Gas Company et al. 


Case No. 12,411 
December 19, 1952 


— of gas company for determination of original cost of 
its properties; original cost determination made. 


Valuation, § 67 — Original cost determination — Previous accounting. 


1. A gas company improperly included in the original cost of its plant costs 
which had not previously been charged to plant accounts in its books and rec- 


ords, p. 126. 


Valuation, § 122 — Original cost determination — Charges to expense — Organ- 


ization. 


2. Organization expenses which either have not been charged to plant or 
have been previously retired should not be included in an estimate of the 


original cost of a gas plant, p. 126. 


Valuation, § 134 — Original cost determination — Salary and expenses paid by 
affiliate — Engineering costs. 


3. The salary and expenses of an engineer which had been paid by an affi- 
liate, charged to the latter company’s operating expenses, taken as tax de- 
ductions, and never billed to a gas company, should not be included in the 
original cost of the latter’s gas plant, p. 127. 


Valuation, § 122 — Original cost determination — Charges to expense — 


Salary. 


4. The salary and expenses of a gas company’s local manager may not 
be included in the company’s original cost determination where they 
were charged to operating expenses at the time they were incurred, 


p. 127. 


APPEARANCES: James T. Blair, Jr., 
Attorney, for Macon Gas Company; 
Homer L. Thorp, Chief Accountant, 
and S. B. Nelson, Engineer, for the 
Commission. 


3y the Commission: This cause is 
before the Commission on the appli- 
cation of Macon Gas Company, Divi- 
sion of Missouri, Central Natural Gas 
Company, filed August 15, 1952, for 
the determination of the original cost 
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of its property used in rendering gas 
service in Macon, Missouri. 

The applicant is a corporation, duly 
organized and existing under the laws 
of the state of Missouri, having been 
incorporated on October 7, 1937. 
Subsequently, on October 20, 1937, 
the company purchased the stock of 
Macon Gas and Electric Company, 
which was a Missouri corporation, in- 
corporated on January 5, 1888, and 
was operating as a gas utility in Oc- 
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tober, 1937, when Macon Gas Com- 
pany acquired it. The present com- 
pany has rehabilitated and enlarged 
the service of the distribution sys- 
tem since the present owners ac- 
quired the stock of Macon Gas 
Company in August, 1944, at which 
time water gas was being man- 
ufactured and distributed. A new 
propane gas plant was constructed 
in 1945, and the system was con- 
verted to propane during the same 
year. The company has continued the 
propane operation since that time. 

The record further shows that dur- 
ing the past two years there has been 
in progress negotiations to secure 
natural gas and to construct a 25-mile 
pipeline to furnish natural gas in 
Macon, Missouri. It became evident, 
during these negotiations, that the 
amount of equity capital represented 
in company property would have to be 
determined in order to place the financ- 
ing for the natural gas project. The 
company books and records were inad- 
equate for this purpose and it was 
decided, after conference with the Com- 
mission’s engineering and accounting 
staffs, to make a study in the field to 
determine the original cost of its prop- 
erty in Macon and submit such study 
to the Commission for its approval. 


On the completion of the original 
cost appraisal mentioned above, copies 
were filed with this Commission and 
the cause was heard before a Commis- 
sioner, on August 22, 1952, in the 
Commission’s hearing room at Jeffer- 
son City, Missouri, at which time ap- 


pearances were made as_ indicated 
above. The city of Macon, Missouri, 
through its mayor and city clerk, filed 
at the time of hearing a waiver of 


notice of hearing. There were no prot- 
estants. 

At the hearing, applicant’s gas en- 
gineer testified as to the method used 
in determining the estimated original 
cost as set out in applicant’s Exhibit 
“B.” Applicant’s witness also testi- 
fied as to the derivation of the 
unit cost used in estimating the 
original cost. The details of these 
unit costs are shown in applicant's 
Exhibit “A.” 

The appraisal of the property on an 
original cost basis is the result of a 
joint endeavor of the applicant and 
members of the Commission’s engi- 
neering staff. The record shows that 
as the inventories of the property as 
shown by the various accounts were 
completed by the applicant’s engineers 
they were submitted to our staff for 
approval. Asa result of numerous in- 
spections of the property in the field, 
the inventory was checked by accounts 
and the unit costs used in the appraisal 
were agreed upon by members of the 
applicant’s and Commission’s engi- 
neering staffs. 


At the hearing considerable cross- 
examination on the items of overheads 
was developed and permission was 
granted the applicant to file Exhibit 
“C” at a later date. Exhibit “C” as 
filed on August 25, 1952, shows the 
overheads to be $7,797.06 on that por- 
tion of the plant constructed prior to 
August, 1944. Examination of the 
exhibit indicates that it includes both 
direct and general overheads. The 
general overheads as computed from 
Exhibit “A” appear to total $3,203.39. 
The testimony shows that all property 
installed prior to 1944 was installed 
by predecessor companies and _ that 
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prior to that date general overheads 
charged to the plant account totaled 
$2,628.34 which were charged during 
the year 1931. Between the years 
1931 and August, 1944, both inclusive, 
additions to and retirements from plant 
were nominal and no overheads were 
charged or retired. 

Subsequent to the year 1944, prop- 
erty additions were constructed by the 
applicant company. A witness for ap- 
plicant testified, on cross-examination, 
that there was included in the original 
cost appraisal a total of $9,858.84 rep- 
resenting general overheads which had 
not been charged to the plant account 
of the applicant at the date of con- 
struction or at any time thereafter. 
Of the foregoing amount, $7,424.28 
consists of an allocation of the 
salaries and expenses of H. J. For- 
ward, an engineer, and another in- 
dividual who was the local manager at 
Macon, Missouri, during the years 
1945 to 1950, inclusive; $51.42 con- 
sists of payroll taxes during the years 
1945 to 1947 inclusive, applicable to 
the above salaries; $1,583.51 consists 
of workmen’s compensation and liabil- 
ity insurance during the years 1945 to 
1950 inclusive; and $799.63 consists 
of interest during construction during 
the years 1945 to 1947 inclusive. 


The testimony shows that salary and 
expenses of H. J. Forward were paid 
by the Western Investment Company 
of Omaha, Nebraska, charged to op- 
erating expenses of that company and 
taken as income tax deductions by that 


company. The testimony further 
shows that control of the Western 
Investment Company and the applicant 
is vested in the same stockholder or 
holders. 


The testimony shows that the salary 


125 


and expenses of the local manager were 
charged to operating expenses of the 
applicant during the years 1946 to 
1950 inclusive, and that interest was 
charged to income with no portion 
thereof being charged to construc- 
tion. 

A witness for the applicant testified 
that if this Commission permitted the 
capitalization of the salary and ex- 
penses at this date, which had been 
previously charged to operating ex- 
penses of the applicant or the West- 
ern Investment Company, that the 
amount would be credited to surplus 
in the books and records of the 
applicant. 

The testimony further shows that 
the item of $320.09, included in the 
original cost appraisal as organization 
expense, was at no time charged to the 
plant account of the applicant or its 
predecessors, or if so charged has been 
previously retired. 

On cross-examination of the ap- 
plicant’s witness, who testified as to 
the company’s accounting practices, it 
appears that the company, since De- 
cember 31, 1950, has been prorating 
a portion of the manager’s and gas 
engineer’s salary to construction cost 
of plant additions and is holding in 
abeyance the proper accounting entry 
to its books of the overheads that 
have been added to the recorded costs 
of plant from August, 1944, to Decem- 
ber 31, 1950, should the Commission 
approve the estimate of original cost 
as set out in Exhibit “B.” 

The estimated original cost as of 
December 31, 1950, is shown on page 
1 of Exhibit “B” for all property to 
be $128,355.40. Property not used 
in public service as of December 31, 
1950, is shown to be $545.01 which 
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the record shows to be the cost of fran- 
chises and consents to serve gas in 
other near-by communities. The total 


of all property by accounts as shown on 
page 1, Exhibit “B,” is set out in the 
following Table No. 1: 


TABLE NO. 1 


Account 
Organization 
Franchises and Consents 
Structures & Improvements 


Petroleum Gas Equipment ................... 


Other Production Equipment 
Land and Land Rights 

Mains 

Services 

Meters ; 
Consumer Meter Installations . 
Structures & Improvements 
Office Furniture & Equipt. 


Transportation Equipt. ................... 


Shop Equipment . 


Tools & Work Equipment .............. 


Miscellaneous Equipment 


[1] After due consideration of the 
evidence before us in this case, the 
Commission is of the opinion that the 
applicant, in compiling the estimated 
original cost of its plant, has included 
therein costs which have not been 
previously charged to its plant ac- 
counts in its books and records con- 
trary to the rules and regulations 
adopted by this Commission, con- 
trary to the classification of accounts 
which applicant has adopted and con- 
trary to the law. 


The classification of accounts under 
which this applicant operates provides 
on page 39 thereof: 

“The cost to the utility of its gas 
plant shall be ascertained by analysis 
of the utility’s records. In ascertain- 
ing the cost it is not intended that 
any correction need be made for depre- 
ciation, depletion, or amortization ap- 


rer 1,700.64 


Used in Not Used in All 
Public Service Public Service Property 
$320.09 $320.09 
309.60 845.61 
3,734.88 3,734.88 
19,396.46 19,396.46 
4,032.99 4,032.99 
57.20 pees 57.20 
72,108.52 72,108.52 
8,320.48 8,320.48 
8,349.76 8,349.76 
2,262.80 2,262.80 
845.09 845.09 
2,034.98 2,034.98 
2,550.81 2,550.81 
967.78 967.78 
1,700.64 


818.31 818.31 





$128,355.40 


$127,810.39 $545.01 
plicable to operating units or systems 
previously acquired, whether or not 
such depreciation, depletion, or amor- 
tization was recorded in the books of 
the accounting utility. It is likewise 
not intended that adjustments shall be 
made to record in gas plant accounts 
amounts previously charged to oper- 
ating expenses in accordance with the 
uniform system of accounts in effect 
at the time or in accordance with the 
discretion of management as exer- 
cised under such uniform system of 
accounts. 

“The detailed gas plant accounts 
(301 to 390, inclusive), shall be stated 
on the basis of cost to the utility of 
plant constructed by it and the original 
cost, estimated if not known, of plant 
acquired as an operating unit or sys- 
ae 

[2] As to the capitalization of over- 


97 PUR NS 126 





la & «as 


RE MACON GAS CO. 


heads prior to the acquisition of the 
property by the applicant, there were 
records available to applicant indicat- 
ing that the only general overheads 
capitalized totaled $2,628.34. Appli- 
cant’s witness admitted this fact on 
cross-examination and admitted at the 
same time that estimated overheads 
had been included in the appraisal in 
lieu thereof. This is true relative to 
the $320.09 estimated organization ex- 
penses which either had not been 
charged to plant or had been previously 
retired. 

[3, 4] Concerning the salary and 
expenses of H. J. Forward, applicant’s 
witness readily admitted that they had 
been paid by Western Investment 
Company, charged to that company’s 
operating expenses, taken as tax deduc- 
tions, never billed to the applicant, and 
could not say that they would ever be 
billed to applicant, the principal owner 


Organization Expenses . PEERS 
Overheads added on Plant prior to 1944 
Less Overheads recorded prior to 1944 


Overheads added subsequent to 1944 


and should be deducted from appli- 
cant’s total claimed original cost of 
$128,355.40 heretofore set out, there- 


of Western Investment Company was 
also principal owner of the Macon Gas 
Company, and that the amount, if al- 
lowed by this Commission, would be 
used to enhance the surplus of the 
applicant. As to the salary and ex- 
penses of applicant’s local manager, the 
record clearly shows they were charged 
to its operating expenses and cannot 
now be reaccounted for through 
charges to plant. (The charges, hav- 
ing been made to operating expenses 
in conformity with established policy 
in effect at the time, were never con- 
sidered capital investment of appli- 
cant until the institution of the present 
proceeding. Deliberate discretion was 
exercised in so charging the items, and, 
having done so, applicant should not 
now be allowed to shift its position by 
now charging them to plant.) 

The foregoing items are summarized 
as follows: 


er $ 320.09 
$3,203.39 ye 
. 2,628.34 575.05 


9,858.84 


.. $10,753.89 


by resulting in a total original cost 
of $117,602.01 as of December 31, 
1950. 
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Township of Pequannock et al. 


Erie Railroad Company 


Docket No. 7211 
February 4, 1953 


ETITION for order requiring railroad to remove obstruction 

preventing use of what the railroad claims to be a private 

crossing at grade maintained by it solely for access to its prop- 
erty; complaint dismissed for want of jurisdiction. 


Crossings, § 10 — Jurisdiction of Commission — Legal questions — Private status 


of railroad crossing. 


The Commission does not have jurisdiction to try and determine the issue 
of whether or not a private crossing has, through adverse user, become 


public. 


APPEARANCES: David Young, III, 
for plaintiffs; Duane E. Minard, Jr., 
for defendant. 


By the DEPARTMENT: Complain- 
ants herein seek to have the Board 
order the Erie Railroad Company to 
remove an obstruction constructed by 
the company preventing the use of 
what the company claims to have been 
a private crossing at grade maintained 
by it solely for access to its property 
on the easterly side of the railroad. 

The complainants claim that while 
originally a private crossing the cross- 
ing has become public through adverse 
user. 


The railroad company moved that 
the complaint be dismissed for want 
of jurisdiction in the Board. 

The Board is of opinion that the 
motion is well founded, in that the 
Board is without jurisdiction “to try 
and determine the issue of alleged 
title,” acquired through adverse user, 
and grant the relief sought. 

The question of whether or not the 
private crossing has through adverse 
user become public can only be deter- 
mined, and the relief sought granted, 
by a court of competent jurisdiction. 

The complaint herein is therefore 
dismissed. 
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Industrial Progress 


A digest of information on new construction by pri- 
vately managed utilities; similar information relating 
to government owned utilities ; news concerning prod- 
ucts, supplies and services offered by manufacturers; 

also notices of changes in personnel, 


Northern States to Spend 
$160,000,000 in 4 Years 
a gpa States Power Company will 
spend at least one hundred sixty million 
dollars in equipment “ee over the next 
four years, according to B. F. Braheney, presi- 
dent. 

New construction will add 220,000 kilowatts 
of generating capacity to the company’s present 
capacity of more than one million kilowatts. 
More than 500 miles of heavy duty transmission 
lines and other improvements and additions to 
electric, gas, telephone, and other utility facili- 
ties will be made between now and the end of 
1956. 


H. H. Robertson Sponsors 
Building Clinic 

T= H. H. Rospertson CoMPANY is again 

sponsoring a travelling Building Clinic, to- 
gether with several divisions of the General 
Electric Company. Made up of technical, in- 
formative displays, photographs, and samples, 
the Clinic is designed to point out to architects, 
engineers, and builders ways to cut costs ina 
period of material shortages. 

The Robertson participation in the Clinic 
includes a presentation of the various insulated 
and uninsulated wall and roof constructions, 
daylighting (sash, skylights, and Sheetlites), 
ventilation, and Q-Floor. The display was de- 
signed by I. W. Ferguson and built under his 
supervision. General Electric Company’s dis- 
plays feature Q-Floor wiring, wiring materials, 
electrical distribution equipment and controls. 

Appearances for the Clinic this year will be 
as follows: Cleveland, Allerton Hotel, April 
22nd and 23rd; St. Louis, Sheraton Hotel, May 
6th and 7th; Philadelphia, Bellevue-Stratford 
Hotel, May 13th and 14th. The Clinic had its 
erg: in 1952 and was presented in Pitts- 
burgh, Washington, D. C., New York city, 
Chicago, and Detroit. 


$70,000,000 Expansion Set By 
Southern Natural Gas 


GoUTHERN NATURAL Gas CoMPANY will ex- 
pend $70,000,000 on its construction pro- 
sram this year, according to the company’s 
annual report. 

Construction is presently under way on new 
lines authorized by the Federal Power Com- 
mission last December to connect important 
new gas reserves to the system. A start is being 
made to increase pipe line capacity to over 1,- 
000,000 cubic feet a day to serve an additional 


population of more than 735,000 in and around 
Augusta and Savannah, Ga., Aiken, S. C., and 
a3 Southeastern communities, subject to 
P. C. final approval. Delivery capacity of 
a system was expended in 1952 to 710 million 
cubic feet daily from 627 million cubic feet. 


Two Ohio Utilities Win More 
Power to America Awards 


‘Tre Ohio electric utility companies are win- 
ners of the first More Power to America 
Award, it was announced recently at the an- 
nual convention of the commercial section of 
the Edison Electric Institute. 

The Cleveland Electric Illuminating Com- 
pany took national honors in the division which 
includes utilities having 250,000 meters or more, 
while the Dayton Power and Light Company 
was winner in the division having up to 250,- 
000 meters. Each of the winners received a 
plaque and cash prize. 

First award for national leadership in the 
field of industrial electrification, the More 
Power to America Award is offered by the 
General Electric Company and is presented 
through the Edison Electric Institute, national 
organization of electric utility companies. The 
Award is designed to increase the productivity 
of American industry by encouraging creative, 
broadscale industrial electrification activity 
among the nation’s electric utility operating 
companies, and to bring recognition to the com- 
panies and individuals making the greatest ad- 
vancement in this field each year. 


EEI Offers New Electric Water 
Heater Promotion Series 


NEW series of electric water heater pro- 
motional material has been released by 
the Edison Electric Institute. Designed for 
electric utility companies, this nine-item “va- 
riety package” highlights customer benefits of 
electric water heating. 
This group includes a twenty minute 16mm 
film, “How to Stay in Hot Water,” describing 
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RECEIPTING MACHINES 


e Attractive, durable coupon cutting 
receipters with interchangeable 

die blocks. Many other sizes 

and styles for all utilities. 

Write for FREE Catalog. 


A. C. GIBSON CO., INC. 


BUFFALO 5S, N.Y. 70 OAK ST. 


Mention the Fortnicutty—I¢ identifies your inquiry 
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the electric water heater’s value to the modern 
home; sets of kodachrome film strips and 
slides on the family importance of electrically 
heated water; a folder illustrating “8 Rea- 
sons” for installing electric water heaters; 


general manager of the Major Appliance Di- 
vision at Louisville, Ky., speaking at the 19th 
annual sales conference of the Edison Electric 
Institute, said such data, on a national basis, 
“is necessary for an effective load-planning ef- 


“Matchless Ways to Easy Profits” booklet fort” by the utilities. 
surveying the heater market; and a customer “Much work has been done on an individual 
booklet, “Go Electric When You Need Hot company basis and by some of the industry 
Water,” showing how heaters help housewives. associations,’ * he said. 

Inquiries and orders should be addressed to “The General Electric Company, because oi 
Edison Electric Institute, 420 Lexington Ave- the importance of such a survey to the entire 
nue, New York 17, New York. electrical industry, is willing to underwrite a 

substantial _ of the total expenditure,” he 
ae, . continued. “Indications are that the total ex- 

G E Proposes Joint Survey pense will be so great and the benefits so wide- 

With Electric Utilities spread that we believe many of you in the 
eer > ; utility industry will recognize the need and 
NATION-WIDE SURVEY to determine the wil] want to join with us in underwriting the 
fluctuation in home electric-power con- survey pro 
“ ; ; = ject.’ 

sumption over a 24-hour period has been pro- 


posed by the General Electric Company, with 
the cost to be shared by G-E and electric Commonwealth Services 


utilities. 
Clarence H. Linder, G-E vice president and Described 





(Comenensizn Services, INc., business 
and engineering consultants, has issued a 


A T T 0 R a a ¥ Utilities & booklet which tells in detail the services which 
this organization and its subsidiaries are pre- 
Real Estate pared to render in the public utility and indus- 


Mature lawyer, title company background, major experience trial fields. Typical problems, based on actual 
responsible positions in lexal department group of urilities, cases, are used to illustrate some of the wavs 


emphasis real estate, easements, franchises, trust mortgages, hick 3 he s lied 

wide variety operating utility matters. Marvard, A.B. cum in which their experience may be applied. 

laude in Mathematics, LL... admitted N.Y. & NA. Will Copies of the brochure may be obtained from 

relocate, or consider special assignment anywhere Write ) Pine Stree Pen 

H.S.F.. co N.Y. Law Inst.. 120 Broadway. New York 5. the Company ’s offices at 20 Pine Street, New 
York 5, N. Y 
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This is a ARE 


..- obviously, a combination of tortoise and hare 
and also a good example of how Sorg works. We 
have to be fast and we have to be thorough because 
our clients must have quality, whatever the deadline. 


Specialists in all types of financial, corporate and 
legal printing, Sorg has had over 30 years’ experi- 
ence in handling the whole job...from design 
through composition, printing, binding, mailing. 
We're available 24 hours a day in the interests of 
producing fine, accurate printing with, when neces- 
sary, utmost speed 


Chieoge Associate london Associate 
mcCORMICK ond HENDERSON. Inc The LEAGRAVE PRESS. Ue 
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Are you taking advantage of 


SPECIALIZED DESIGN 


to meet your changed transportation problems? 


ey 


Left—This Model 3016 White 
maneuvers closer to job site 
++.Saves time in transit... 
adds new safety features for 
Northern States Power Co., 
Minneapolis, Minn. 


his Model 3020 White 
ed by Winnipeg Electric 
Winnipeg, Manitoba, 
huipped with workshop 
y and winch. Its maneu- 
bility saves time for 
irew... gets work done 
r. 


DRED to your exact work, the White 3000 

es your transportation cost...does more 

every day in your service. 
bday’s heavy traffic and congestion and 

f exacting operating conditions mean 

trucks should be engineered to your own 
ice needs—with new maneuverability, * 
a carrying capacity, quicker loading, 

d safety features, and driving ease. 
bu have all these—and more—in the SUPER POWER 
¢ 3000. See your White Representative 3000 
acts about the extra economy of White = 

lalized Design. Tips its cab to service 


WHITE MOTOR COMPANY - Cleveland I, Ohio 


R MORE THAN 50 YEARS THE GREATEST NAME IN TRUCKS 
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More and more 
Utilities and Industries 
find the need for 


ae 


the help you when you need it 


INVESTIGATIONS b ’ 
REPORTS 
"mom: ggg OF DeTOre 
ACCOUNTING 
TAXES 
INSURANCE 
PENSIONS ae on 
RATES We invite your inquiry. 
DEPRECIATION ; i 
VALUATIONS Write for our booklet describing 
CONSULTING & DESIGN ENGINEERING in detail the many services 
METERING : 
nana available to you. 
INDUSTRIAL & PUBLIC RELATIONS Address: Department E 
MERCHANDISING : 
sauannemns 20 Pine Street, New York 5, N. Y. 
GAS CONVERSIONS 


wed. hyd ° 


COMMONWEALTH ASSOCIATES INC. 
COMMONWEALTH GAS CONVERSIONS INC. 


20 Pine Street, New Yok MY. 
Gackson Midigar — Waashinglon, DC. 
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Part of the 60-cell DME-17C 


: Switchyard of Norwood Sub- 


Exide-Manchex installation at station. Switchgear operated 


Texas Power & light Company's 


by Exide-Manchex batteries. 


Norwood Substation, Irving, Tex. 


AGAIN IT’S EXIDE AFTER 27 YEARS ON THE JOB 


Exide-Manchex Battery 


Long life is an outstanding Exide quality . . . 
proved by one utility after another. Again 
it is shown by the Exide life record at Texas 
Power & Light Company’s Norwood Sub- 
station—27 years and 8 months of depend- 
able service. Now the choice is another 
Exide, a greater-than-ever Exide, the new 
Exide-Manchex battery which assures: 


POSITIVE OPERATION: Dependable per- 
formance at ample voltage with no switch- 
gear failures. 


INSTANTANEOUS POWER: High rates for 
switchgear operation with adequate reserve 
power for all other control circuits and for 
emergency lighting. 


LOW OPERATING COST: Extremely low 
internal resistance. 


LOW MAINTENANCE COSTS: Waterrequired 
about twice a year. No change of chemical 
solution during life of battery. 


LOW DEPRECIATION: Sturdy, long-life 
construction. 


GREATER CAPACITY in a given amount of 
space avoids overcrowding. 
. . . 

Various sizes and types of Exide Batteries, 
up to 100 ampere hours capacity, are avail- 
able in plastic containers. 

Exide-Manchex is your best battery buy 

for all control and substation services. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 2 
Exide Batteries of Canada, Limited, Toronto 
“Exide” and “Manchex" Reg. T.M. U.S. Pat. Of. 


W888... DEPENDABLE BATTERIES FOR 65 YEARS...1953 
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Special abilities are needed in the handling of financial 
printing. Ours result from over 35 years of serving 
an extremely broad and varied list of customers. 
Resourcefulness and imagination spark the will and 
capacity to do things better. Impressive benefits resulting 
from superior facilities will justify your choice of 


L ) ws  « o L “d financial printers 


NEW YORK (6): 130 Cedar Street * WoOrth 
CHICAGO (5): 732 Sherman Street * WAb 


i 


Specialized service in all 

documents relating to 

corporate finance and 
stockholder and public relations. 
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Prepare to pass power plant engineer 
license examinations this direct, easy way! 





HERE is a revised and enlarged Second Edition of a standard book 
that offers you in clear, practical form, much information to help 
you pass power plant engineer license examinations. Simple, yet com- 
plete in every detail, it thoroughly explains advanced rules of stationary 
engineering—outlines the approved and tested methods of operating 
power plant equipment—and carefully points out the re- 
sponsibilities of the operating engineer relative to safe 
practices and efficient operation of power plants. At the 
end of each chapter you are given valuable lists of questions 


typical of those in engineer license examinations . . . the 
answers to which are contained in the chapter material. 
Here in a single volume is a complete home-study course 
in power plant engineering. 0 e iS + A T | 0 N 


Guides you on all phases of power plant equipment 
construction, operation, and maintenance. _ By EVERETT — B. WOODRUFF | 

This book shows you how to control the combustion of fuels . structor im Feedwater ‘conditlentag, Snes 
how to put boilers in operation . . . properly inspect steam engines ae a ; 
. . . how valves function . . . and how to solve practical er plant and HERBERT B. LAMMERS 
problems yo the use of mee wy gel ¢ standard Cheirmen and Director of wASstomnant ‘ » Coal wctor 
practices to follow in manipulatin e ipment cor: , tO recog- mmittee for Smoke _ temen' Dstru 
nize wnsacisfactory ten om to ‘ae ae quennaey corrective Mathematics and Power ring, Ohio } 
mensares before angerous, coset emergencies dev devel = also given. institute 

or yourse! the practical value 1s ers now in cae 

charge of power Plants, large and small, will find the book « belptal Second Edition, 543 pages, 6 x 9, 
reference om proper procedure for efficient operation and maintenance 264 illustrations, $7.50 
of all usual power plant equipment. 
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DELTA-STAR Builds a Complete [ine 








F RUGGED, DEPENDABLE, GROUP-OPERATED 


meee tHITITIITT 


oe 


VERTICAL BREAK 


HORIZONTAL CENTER BREAK 


HORIZONTAL SIDE BREAK 


WP ee 


Within the complete line of sturdy, 

reliable Delta-Star Outdoor Switches 

there is a design which will meet 

your requirements exactly and give 

years of trouble-free service. 

Delta-Star has long been known for 

its constant research and engineering 

development of high voltage switching 

equipment and the present line has 

won wide-spread acceptance and 

approval. High pressure contacts have heavy 

silver inlays and each design provides a high 

conductivity current path with a minimum 

of current interchange surfaces. Operating 

mechanisms are simple, strong and easy to install. 

Economy and service are inherent in every Delta-Star Outdoor ome be 
Switch from 7.5 through 330 KV. and use has proved again that true 23 mene amp. 
value is determined not by the initial investment but by the service Vertical Break 
rendered over the years. aoe 


WHEN YOU WANT THE BEST IN HIGH VOLTAGE EQUIPMENT SPECIFY DELTA-STAR 


DELTA-STAR ELECTRIC = 


H. K. PORTER COMPANY, INC. 
2437 FULTON STREET, CHICAGO 12, ILLINOIS 


DISTRICT OFFICES IN PRINCIPAL CITIES S we 
co 
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CLEVELAND 2267 2ivgers 


deliver 








e 4-Speed Main 
Transmission 
@ Wheel-Type—Fastest 
Digging Method 

® 12-Speed Crawler 
Transmission 


e Wider Range of 
Trench sizes 


e Generously 
Powered 


e Compact—Less Than 
60” Wide 

@ FulleCrawler 
Mounting —Com- 
pletely Maneuverable 








® Fast Boom Hoist 
e Shiftable Conveyor 


® Truck-Speed 


°~ gs = Portability—Safer, 
Faster Job Moves 


AT LESS cost 


@ One Machine for 
Mains and Services 


er ® Digs All Soils in 
a: All Weathers 
Ze 8 . @ Less Property 
Damage—Crawlers 


Save Lawns, 
Walks, etc. 


® Unit-Type Con- 
struction 





Se 





~. 

ee 

he sate 

» we 
a 

* 


5c . 
2 Aid ¥ % 


® Lower Maintenance 
Costs 


CAR ® Longer Life 
My SN Get the full story on CLEVELANDS from your local distributor 


Ay 
\e 
\\ 


Ss] 
we et THE CLEVELAND TRENCHER CO. 


Pioneer of the Mocern Trencher 


KY 








Apt 











: 








April 23, 1953 


Public Utilities Fortnightly 

















GASAPACK 


with “Comfort Snap”’ control 








A= old-fashioned controls retarding your space-heater sales and 
profits? Make this easy check — 

Put the new A-P “Comfort-Snap” Control on space-heaters that have 
the A-P Model 54 Manual Gasapack. Easily and instantly attached, it 
offers your space-heater customers the added convenience of silent, trouble- 
free, fully automatic temperature control. It modulates the fire between 
high and low .. . snaps “off” when temperature gets too high . . . assures 
constant, comfortable, even room temperature. 

See how much easier this makes space-heater selling. And what’s 
more, it boosts your per sale profit. Get all the details on the A-P “Comfort- 
Snap” Controls, write for bulletin G-220 today. 


These sold by the thousands in’06... 








’, 
Here's proof! 
This negligible 
temperature varia- 
ation was recorded 
in a room heated by 
a space- heater with an 
A-P “Comfort-Snap” 
Control. From 6 a.m. to 6 
p.m. Control modulated fire between high and low 
~- variation, = + 14°. From 6 p.m. to 6 a.m. Con- 
trol maintained high fire — variation, = + 4° 


A-P CONTROLS CORPORATION 


2470 N. 32nd Street, Milwaukee 45, Wisconsin 
In Canada: A-P Controls Corporation, Ltd., Cooksville, Ontario 
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New International R-120 Series with special service-utility bodies. GVW ratings from 5,200 to 6,200 Ibs. 115 and 127 inch wheelbose: 


NEW INTERNATIONAL TRUCKS 


BUILT a5 only WA con build them 


The 168 basic New International models embody 
the engineering principles, used in International’s 
continuing program of truck research and devel- 
opment, that have resulted in hundreds of exclu- 
sive International features that have meant 
greater profits for truck buyers. 


PROVED os only WA con prove them 


The 307 features in the New International Truck 
line have been proved in the world’s most advanced 
Truck Engineering Laboratory; proved again at 
International Harvester’s 4000-acre desert Proving 
Ground at Phoenix, Arizona. 


e * 
VALUE only WA con give you 
The New International, Trucks offer an un- 


matched combination of values—the right truck for 
the job, unequalled performance, lowest mainte- 


nance and operating costs, maximum driver con: 
fort and safety. 


Now —the features you want— 


in America’s most complete truck line 


New International styling identified by the IH emblem 

- Exactly the right power for every job. First truck 
builder to offer choice of gasoline or LP gas with Un 
derwriters’ Laboratories listing in 112-ton sizes and 
other models . . . Designed by drivers for drivers. Comfo- 
Vision cab with one-piece Sweepsight windshield 
New comfort and interior styling . . . Steel-flex frames 
proved best in the field . . . Transmissions to meet an) 
operating requirement . . . 296 Wheelbases ranging 
from 102 inches up . . . Easy starting and greater fuel 
economy - .. Wide range of axle ratios for all models 

- Real steering comfort and control . . . Sizes from ': 
ton to 90,000 Ibs. GVW rating. 


NOW —See The New IH-Built, IH-Proved Internationol 


Trucks at your nearest International Dealer or Branch. 


INTERNATIONAL HARVESTER COMPANY * CHICAGO 


International Harvester Builds McCormick Farm Equipment and Farmall Tractors. 


Motor Trucks... industrial Power... Refrigerators and Freez 


Better roads mean a better America 


(Ty INTERNATIONAL TRUCKS 


Standard of the Highway 
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PROFESSIONAL DIRECTORY 


e This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. ’ 


» 





THe American AppraisaL Company 


ORIGINAL COST STUDIES @ VALUATIONS @ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 


ford, Bacon & Davis 


AaD VALUATIONS Engince CONSTRUCTION 
REPORTS RATE CASES 
NEW YORK @ CHICAGO e LOS ANGELES : 














GIBBS & HILL Ino. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 
NEW YORK — LOS ANGELES 
INDIANAPOLIS — SAN ANTONIO 


GA GILBERT ASSOCIATES 











INCORPORATED 
ENGINEERS ¢ CONSULTANTS © CONSTRUCTORS 


FOUNDED 1906 
NEW YORK + READING + WASHINGTON * HOUSTON + PHILADELPHIA + ROME * MANILA + MEDELLIN 
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W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 


Valuations — Depreciation Studies — Rate of Return 
Investigations and Reports for Financing 
Transit and Traffic Surveys — Fare Studies 
55 Liberty Street New York 5 


JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street & CHICAGO « Telephone HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 


CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 






































Gustav Hirsch Organization, Inc. 
Consulting and Supervisory Engineers 


1347 West 5th Ave., Columbus (12) Ohio @ Telephones: L. D. 78—Kingswood 061! 
ALL PHASES OF PUBLIC UTILITY ENGINEERING AND SUPERVISION OF CONSTRUCTION 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 








JENSEN, BOWEN & FARRELL 
ENGINEE 
ANN ARBOR, MICHIGAN 
APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 

















She huljian Coysoualion 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION ¢ MANAGEMENT 
SURVEYS ¢ INVESTIGATIONS ¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 


Mention the FortniGHTLY—It identifies your inquiry. 
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William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
Utility Management Consultants Specializing in REGULATORY 
GAS 
sat COST ANALYSIS wusci 
for past 35 years 
Send for brochure: ‘‘The Value of Cost Analysis to Management" 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
Gas Turbine Installations 
80 FEDERAL STREET s<-. BOSTON 10, MASS. 








RATES TAXES 


SAFETY MIDDLE WEST FINANCE 

INSURANCE 
BUDGETING SERVICE ADVERTISING 
PERSONNEL co ACCOUNTING 
ENGINEERING e SALES PROMOTION 


STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 











Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND — SPECIALISTS IN 
OPERATING ENGINEERS : ACCOUNTING, FINANCING, RATES, 
PURCHASING INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 





















331 SOUTH LA SALLE STREET. 
Complete Services for 
OUTSTANDING 


— Is it nranarel Gas and Electric Utilities 


INDUSTRY Py 3 cl Mee el a eA EREUSELe DD Designing * Engineering * Construction 


Dept. No. 148, 210 W.10th St., Konses City 5, Mo.,ae Piping ° Equipment © Surveys © Blans 






















Steam or Diesel Power Plants 
Alterations * Expansions 



















THE RUST ENGINEERING co. 


Power Plant Design and Construction 
Boiler Settings, Chimneys, Equipment Erection 


PITTSBURGH, PA, BIRMINGHAM, ALA. 
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ENGINEERS 


AND 
CONSTRUCTORS 


SANDERSON & PORTER 


& 








Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








80 BROAD STREET 


The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


NEW YORK 4, N. Y. 








DESIGN — CONSTRUCTION 
REPORTS — VALUATIONS 


1304 ST. PAUL STREET 


Whitman, Requardt and Associates 


Publishers of the 35-year-old 
HANDY-WHITMAN INDEX 
for Public Utility 
Construction Cost Trends 
Including Hydro-Electric Properties 
BALTIMORE 2, MARYLAND 








ALBRIGHT & FRIEL INC. 


Consulting Engineers 
Water, Sewage and Industrial Wastes Problems 
Airfields, Refuse Incinerators, Dams 
Power . 
in DGustrial Buildings 
boratory 
121 SOUTH BROAD ST. 


City Pt 





PHILADELPHIA 7 





EARL L. CARTER 
Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, no ped 

wok 


910 Electric Building Indianapolis Ind. 








Boppy-BENJAMIN 


ASSOCIATES, Inc. 
CONSULTING ENGINEERS 
Power Plant n, 
a 
Economic and Thermod ic Studies 
echnical Services and Reports 
28 WEST ADAMS ° 





DETROIT 24, MICHIGAN 











ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


fee, Bee mom: ee a?) 
GAS anpb SERVICE CO. 
327 Se. LeSalle St., Chicago 4, tl 
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GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Reports—A 


Original Cost and Depreciation Studies 
Rate Analysee—insurance Surveys 





LUTZ & MAY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGN—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








FRANCIS S. HABERLY 


CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


Microwave Services, Inc. 
“Architects of Modern Communications” 
Consultants, Engineers, Constructors 
Wire and Radio Telephone Systems 








Consulting Engineers 
L. F. HARZA 
E. MONTFORD FUCIK CALVIN V. DAVIS 
Hydro-Electric Power Projects 
Transmission Lines, System Management, 
Dams, Foundations, Harbor Structures, 
Soil Mechanics 
400 W. MADISON 8ST. CHICAGO 6, ILL. 


45 Rockefeller Plaza Circle 7-4953 
122 SouTH MICHIGAN AVENUE, CHICAGO New York 20, N. Y. 
HARZA ENGINEERING CO. A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
TRANSMISSION LINES—UNDERGROUND DisTRI- 
BUTION — POWER STATION — INDUSTRIAL — 

COMMERCIAL INSTALLATIONS 


CHICAGO Los ANGELES 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS — EXAMINATIONS — APPRAISALS 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











LARAMORE AND DOUGLASS, INC. 


CONSULTING ENGINEERS 


POWER PLANTS 
TRANSMISSION DISTRIBUTION 
DESIGN—REPORTS—APPRAISALS—RATES 


79 East Adams Street Chicago 3, Ilinois 


Testing + Inspection + Consulting 
Product Development & Research 


UNITED STATES TESTING COMPANY, INC. 


oken, N. J. 
Boston * Chicago * Denver * Los Angeles 
Memphis ¢ New York * Philadelphia * Providence * Dalles 














LUCAS & LUICK 
ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaius Sr., Cuncaso 








WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 
NEW HAVEN CONNECTICUT 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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Abrams Aerial Survey Corporation 
Albright & Friel, Inc., Engineers 
*Allen & Company 

Allis-Chalmers Manufacturing Company 
American raisal Company, The 
*American Perforator Co., The 
*Analysts Journal, 

A-P Controls Cor 

*Automatic Electric Co. 
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Black & Veatch, pa Engineers 
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General Electric 
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4 Samuel, Consulting bis 
} ay Engineering Co. 
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Hoosier Engineering Company 


international Business Machines Corporation . 
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Irving Trust Company 
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Sloan, Cook & Lowe, Consulting Engineers 

*Smith, a © 

Sorg Printing a A.y 

*Southern Coal Company, inc. 

Sprague Meter Company, The ....Inside Front Cover 


*Tri-Line Company 


*Union Securities Corporation 
United States Testing Co., Inc. 


w 
Westcott & Mapes, inc., Engineers # 
Westinghouse Electric Corporation Outside Back Cover 
White, J. G., — Sarperetien, The .... 3% 
White Motor Com 








OVER 6 YEARS 
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LTERNATOR SYSTEM 





SOME OF THE MANY UTILITIES 
USING THE LEECE-NEVILLE 
ALTERNATOR SYSTEM 


Public Service Co. of New Mexico 
Hydro Electric System, Winnipeg 

Light & Water Department, Columbus, Miss. 
Northwestern Electric Coop., Okla. 

Corn Belt Electric Coop., Bloomington, Ill. 
The California Electric Power Co., Riverside 
The Dayton Power and Light Co. 
Peoples Gas, Light and Coke Co., Chicago 
Portland General Electric Co., Portland, Ore. 
Jackson Electric Dept., Jackson, Tenn. 


Quebec Hydro-Electric Commission 





Since 1946 Leece-Neville AC-DC Alter- 


nator Systems have been delivering un- 
matched performance. On 2-way radio 
cars and trucks...or wherever current 
demands are high, L-N Alternators give: 
e 25 to 35 amps with engine idling 
e ample capacity to carry the 
entire electrical accessory load 
e fully charged batteries always 
e better radio operation 
There are L-N Alternator Systems rated 
at 50 amps and 80 amps for 6-volt sys- 
tems; 60 to 150 amps for I2-volt systems. 


Ask us to arrange a demonstration of the 
L-N Alternator for your fleet. Or write for 
all the facts. The Leece-Neville Company, 
Cleveland 14, Ohio. Distributors in princi- 
pal cities...Service Stations everywhere. 


Heavy Duty Automotive Electric Equipment for Over 4 Yea 


ALTERNATOR SYSTEMS © GENERATORS * STARTING MOTOR 
REGULATORS ” ‘SWITCHES e FRACTIONAL HP ma 
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The STS Transocket® 


onnect the service leads 
.-- plug in the meter... 


Thats HW! 


There’s no need to devise special metering 
facilities for heavy current applications when 
you use Westinghouse Transockets. All com- 
ponents are in place . . . complete with sec- 
ondary wiring... ready for installation... all 
in a single package! Just connect the service 
leads, plug in the meter . . . that’s all. 
The STU High-Capacity Socket lets you uti- 
lize the full inherent capacity of Westinghouse 
50-ampere meters, when installed on services 
using #4/0 wire. It’s now available for poly- 
phase as well as for single-phase applications. 
The STS Transocket combines the socket 
and Type MR current transformers in one 
compact enclosure .. . handles heavy loads 
up to 400 amperes. 

Both units are ready to install . . . inexpen- 


The STU Heavy-Duty Socket 


sively... easily... and take standard S-Type 
meters. 


Here’s real help! The Westinghouse 
“Meter Socket Selector,” B-5284, makes it 
easy for you to select the proper socket for any 
application. It’s 20 pages, 
fully illustrated, covering all 
types Of service... all capac- 
ities. To get your copy, write: 
Westinghouse Electric Cor- 
poration, P. O. Box 868, 
Pittsburgh 30, Pa. j.40426-B 
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